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THIS STATEMENT REFLECTS THE VIEWS OF THE
AUTHOR AND DOES NOT NECESSARILY REFLECT
THE VIEWS OF THE SECRETARY OF. THE NAVY
OR THE DEPARTMENT OF THE NAVY,

STATEMENT OF
ADMIRAL H.6. RICKOVER, USN
BEFORE THE
SUBCOMMITTEE ON GENERAL OVERSIGHT AND RENEGOTIATION
OF THE
HOUSE COMMITTEE ON BANKING, FINANCE, AND URBAN AFFAIRS
MARCH 22, 1979

MR, CHAIRMAN, THIS COMMITTEE HAS HEARD ARGUMENTS ABOUT
REEEGOTiATION, PRO AND CON, FOR FOUR YEARS. ON THE ONE HAND,
DEFENSE CONTRACTOR LOBBYISTS SEEK TO ABOLISH THE RENEGOTIATION
‘BoARD, . THEY CONTEND THAT RENEGOTIATION REPRESENTS UNNECESSARY
GOVERNMENT REGULATION OF DEFENSE INDUSTRY; THAT.DEFENSE DEPART-
MENT PROCUREMENT PROCEDURES PROVIDE ADEQUATE ASSURANCE AGAINST
EXCESSIVE PROFITS; THAT THE ADMINISTRATIVE COST OF FILING
PROFIT REPORTS EXCEEDS THE BOARD’S RECOVERY OF EXCESSIVE PROFITS;
“AND THAT RENEGOTIATION ACTUALLY INCREASES THE COST OF GOVERNMENT
PURCHASES, THESE LOBBYISTS HAVE SUCCESSFULLY BLOCKED EFFORTS
TO STRENGTHEN RENEGOTIATION AND NOW SEEK TO ABOLISH IT ALTOGETHER,

ON THE OTHER HAND, THE PROPONENTS OF RENEGOTIATION,

INCLUDING MYSELF, POINT OUT THAT A LARGE PORTION OF DEFENSE
PROCUREMENT IS NON-COMPETITIVE; THAT IN WHAT 1S OFTEN A SELLER’S
MARKET,- DEFENSE PROCUREMENT PROCEDURES DO NOT PRECLUDE A CONTRACTOR
FROM EFFECTIVELY DICTATING PRICES; THAT IT IS WRONG TO ABOLISH
AN AGENCY WHICH ACTS TO DETER DEFENSE PROFITEERING, AND HAS,

(1)



HISTORICALLY, RECOVERED FAR MORE FOR THE TREASURY THAN IT
SPENDS, IN THE PAST 12 MONTHS, FOR EXAMPLE, THE BOARD HAs
~ MADE EXCESSIVE PROFIT DETERMINATIONS TOTALING $82 MILLION.-
THE RENEGOTIATION BOARD ACCOMPLISHED THIS ON A $6 MILLION
ANNUAL BUDGET DESPITE A SHARPLY DECLINING STAFF DUE TO THE
CoNGRESSIONALLY IMPOSED FUNDING CUTOFF DATE of MarcH 31, 1979,
UNFORTUNATELY, NOT MANY MEMBERS OF CONGRESS ARE ABLE TO
TAKE THE TIME TO FAMILIARIZE THEMSELVES WITH THE DETAILS OF
RENEGOTIATION, AND EVALUATE THE ARGUMENTS ON THEIR MERITS.
EVEN ON THIS SUBCOMMITTEE, WHICH HAS HELD EXTENSIVE HEARINGS
OVER MANY YEARS, NEW MEMBERS PROBABLY HAVE NOT HAD TIME TO
STUDY THE PROBLEM, ,
THERE 1S NOT GREAT PUBLIC SENTIMENT ON THIS ISSUE BECAUSE
THE ISSUE IS COMPLEX AND NOT EASILY UNDERSTOOD, THOSE WHO ARE
AGAINST RENEGOTIATION CAN ASSOCIATE THEMSELVES WITH THE POPULAR
VIEW OF PARING DOWN THE FEDERAL GOVERNMENT. THOSE IN FAVOR OF
RENEGOTIATION EMPHASIZE THE NEED TO PROTECT THE PUBLIC AGAINST
OVERCHARGING ON DEFENSE CONTRACTS AND SHOW THE INCOME-PRODUCING
" NATURE OF THE BOARD, - o

THE PROBLEM MEMBERS OF CONGRESS FACE BOILS DOWN TO THE
QUESTION OF WHOM TO BELIEVE; WHICH COURSE OF ACTION BEST
SERVES THE PUBLIC INTEREST. [N THIS REGARD, YOU SHOULD EXERCISE
THE ABILITY MEMBERS OF CONGRESS HAVE TO JUDGE WITNESSES AND
THEIR MOTIVES,

IT 1S EASY TO DISCERN THE MOTIVES OF THE DEFENSE CONTRACTOR
LOBBY, CERTAINLY, WITHOUT RENEGOTIATION, DEFENSE CONTRACTORS
WILL HAVE A FEW LESS FORMS TO FILL OUT, BUT TO A LARGE
CONTRACTOR THAT EFFORT IS INSIGNIFICANT, MOREOVER, SMALL



CONTRACTORS WILL BE EXEMPT IF CONGRESS EXTENDS THE ACT AS
RECOMMENDED BY CHAIRMAN MINISH,

I ALSO DOUBT THAT WHAT MOTIVATES THE LOBBYISTS IS THE
PROSPECT OF ELIMINATING 200 FEDERAL EMPLOYEES, IF THEY WERE
GENUINELY INTERESTED IN CUTTING BACK THE FEDERAL BUREAUCRACY,
THEY WOULD FOCUS ON LARGE AGENCIES SUCH AS THE PENTAGON OR THE
DePARTMENT oF HEALTH, EDUCATION AND WELFARE, WHAT THEY REALLY
WANT IS TO ABOLISH THE GOVERNMENT'S STATUTORY RIGHT TO RECOUP
EXCESSIVE PROFITS ON DEFENSE CONTRACTS, THEY ALSO WANT TO
ABSOLVE CONTRACTORS FROM LIABILITY TO REFUND ANY EXCESSIVE
-PROFITS THAT EXIST IN THE BoARD's $150 BILLION BACKLOG OF
-UNPROCESSED CASES. THIS BACKLOG CONSISTS OF CONTRACTS PERFORMED
PRIOR TO SEPTEMBER 30, 1976, WHEN THE RENEGOTIATION ACT EXPIRED.

You SHOULD RECOGNIZE THAT NEARLY ALL THE WITNESSES
TESTIFYING AGAINST RENEGOTIATION HAVE BEEN SPOKESMEN FOR INDUSTRY
ASSOCIATIONS, THEIR JOB IS SIMPLE: PROMOTE INDUSTRY INTERESTS.
THEIR SPEECHES TEND TO BE THE SAME REGARDLESS OF THE ISSUE.

THEY CONSTANTLY ADVOCATE ELIMINATION OF GOVERNMENT REGULATION

AND CUTBACKS IN GOVERNMENT PERSONNEL, BUT THEY WOULD CONTINUE
AND ADD PROGRAMS FOR INCREASED GOVERNMENT SPENDING IN AREAS

THAT INTEREST THEM, REMEMBER THEIR LOBBYING TO RETAIN GOVERNMENT
REGULATION OF AIRLINES, WHEN THE GOVERNMENT WANTED TO DO AWAY
WITH 177

SOME REPRESENTATIVES OF SMALL BUSINESS HAVE SPOKEN AGAINST
THE BOARD, THAT 1S To BE EXPECTED, SINCE FOR MANY YEARS THE
RENEGOTIATION PROCESS WAS MOST EFFECTIVE AGAINST SMALL CONTRACTORS;
THE VERY ONES UNABLE TO TAKE ADVANTAGE OF SPECIAL INTEREST AND
ACCOUNTING LOOPHOLES THAT LARGER FIRMS ARE ABLE TO EXPLOIT,



By EXEMPTING TRULY SMALL BUSINESSES FROM RENEGOTIATION, HOWEVER,
THE PROPOSED MINISH BILL WOULD ELIMINATE THEIR CONCERN.,

FOR THE BENEFIT OF MEMBERS WHO MAY NOT AEBEAQY KNOW xf,

LARGE COMPANIES FREQUENTLY STIMULATE MUCH OF THE INTEREST
EXPRESSED BY SMALL BUSINESSES IN PENDING LEGISLATION WHEN THE
LEGISLATION COULD AFFECT BIG BUSINESS, THEY DO THIS BY SOLICITING
SUPPORT FROM THEIR SUPPLIERS. WITH YOUR PERMISSION, MR. CHAIRMAN,
[ WoULD LIKE TO INTRODUCE FOR THE RECORD A LETTER ONE LARGE
DEFENSE CONTRACTOR USED IN URGING HIS SUPPLIERS TO CONTACT

MEMBERS OF CONGRESS IN OPPOSITION TO THE MINIsH BiLL. THe

LETTER EVEN SUGGESTED ARGUMENTS THE SMALL COMPANIES COULD MAKE.

IN CONTRAST TO THE DEFENSE LOBBY, MANY PROMINENT GOVERNMENT
OFFICIALS AND ORGANIZATIONS HAVE EXPRESSED STRONG SUPPORT FOR
RENEGOTIATION AND URGED EXTENSION AND STRENGTHENING OF THE ACT..
IN ADDITION TG MEMBERS OF THE HOUSE BANKING COMMITTEE, THESE
INCLUDE PRESIDENT CARTER, THE SECRETARY OF DeFense, THE COMPTROLLER
GeNERAL, THE House GOVERNMENT OPERATIONS COMMITTEE, THE COMMISSION
oN GOVERNMENT PROCUREMENT, AND THE STAFF OF THE JOINT COMMITTEE
oN INTERNAL REVENUE TAXATION. NONE OF THESE HAS ANY 'VESTED
INTEREST IN THE RENEGOTIATION DEBATE OTHER THAN WHAT 1S BEST
FOR THE UNITED STATES.

THe COMPTROLLER GENERAL, THE HOUSE GOVERNMENT OPERATIONS
COMMITTEE, THE COMMISSION ON GOVERNMENT PROCUREMENT, AND THE
STAFF OF THE JOINT INTERNAL REVENUE TaxAT1ion COMMITTEE, ALL HAVE
MADE EXTENSIVE STUDIES OF THE RENEGOTIATION PROCESS. THEY
ENDORSE THE NEED FOR RENEGOTIATION AND HAVE RECOMMENDED REFORMS.
THE PRESIDENT AND THE SECRETARY OF DEFENSE ALSO STRONGLY ENDORSE
THE RENEGOTIATION ACT, AND STRESS THE NEED TO ASSURE THAT NO ONE
MAKES EXCESSIVE PROFITS FROM OUR DEFENSE SPENDING.



My OwN INVOLVEMENT IN RENEGOTIATION STARTED IN THE 1960's
IN CONNECTION WITH AN ENTIRELY DIFFERENT MATTER., AT THAT TIME
I HAD TESTIFIED NUMEROUS TIMES REGARDING THE NEED FOR CosT
ACCOUNTING STANDARDS IN DEFENSE CONTRACTS, | CITED CASE AFTER
CASE FROM PERSONAL EXPERIENCE TO ILLUSTRATE THAT, IN THE
ABSENCE OF SUCH STANDARDS, IT WAS VIRTUALLY IMPOSSIBLE TO
DETERMINE WHAT DEFENSE EQUIPMENT ACTUALLY COST TO PRODUCE, OR
WHAT PROFIT CONTRACTORS MADE IN PRODUCING IT. CONGRESSMAN
HeENRY GONZALES AND FORMER Housg BANKING ComMITTEE CHAIRMAN
WRIGHT PATMAN INITIATED LEGISLATION WHICH EVENTUALLY RESULTED
IN THE ESTABLISHMENT OF THE CoST ACCOUNTING STANDARDS BOARD.
THAT BOARD EXISTS TODAY AS AN ARM OF THE LEGISLATIVE BRANCH
AND IS CHAIRED BY THE COMPTROLLER GENERAL. THE BOARD HAS
ESTABLISHED STANDARDS WHICH HAVE HELPED REDUCE ACCOUNTING
ABUSES [N THE DEFENSE INDUSTRY,

WHiLE CONGRESS WAS CONSIDERING LEGISLATION TO ESTABLISH
THE CosT ACCOUNTING STANDARDS BOARD, THE USUAL BAND OF DEFENSE
LOBBYISTS WERE OPPOSING IT, IRONICALLY, THEY CLAIMED
THAT CosT ACCOUNTING STANDARDS WERE UNNECESSARY BECAUSE THE
RENEGOTIATION BOARD WOULD CATCH ANY EXCESSIVE PROFITS SLIPPING
THROUGH THE PROCUREMENT PROCESS, Now THEY POINT To THE CosT
AcCOUNTING STANDARDS BOARD AS A REASON WHY RENEGOTIATION IS
UNNECESSARY, .

I DECIDED TO LOOK INTO THE RENEGOTIATION PROCESS TO SEE
JUST HOW EFFECTIVE IT WAS, AT THAT TIME THE BOARD OPERATED IN
SUCH SECRECY THAT EVEN THE GENERAL ACCOUNTING OFFICE WAS NOT



GIVEN ACCESS TO ITS FILES., NONETHELESS, BY LOOKING AT THE BoArD'S
RESULTS AND BY REVIEWING THE RENEGOTIATION ACT AND BOARD REGULA-
TIONS, IT WAS OBVIOUS THAT THE BOARD WAS NOT ANYWHERE NEARLY
AS EFFECTIVE AS IT SHOULD BE,

ONE REASON FOR THE BOARD'S INEFFECTIVENESS WAS
THAT FOR YEARS IT HAD BEEN STAFFED BY POLITICAL HACKS, MOREOVER,
THE ACT ITSELF WAS FULL OF LOOPHOLES. OVER THE YEARS,
SPECIAL INTEREST GROUPS HAD MANAGED TO WRITE THEMSELVES OUT OF
THE ACT OR INSERT LOOPHOLES THAT HAD THE SAME EFFECT, As
A RESULT, THE RENEGOTIATION BOARD WAS RECOVERING EXCESSIVE
PROFITS PRIMARILY FROM SMALL BUSINESS CONCERNS; THE LARGE
DEFENSE CONTRACTORS WERE EFFECTIVELY IMMUNE,

CONGRESSMAN GONZALEZ MADE NUMEROUS SPEECHES IN CONGRESS
IN AN EFFORT TO AROUSE CONGRESSIONAL CONCERN. IN 1969 I
TESTIFIED AT LENGTH TO THE House GovERNMENT OPERATIONS COMMITTEE,
THAT COMMITTEE ISSUED A STRONG-REPORT WHICH SPELLED OUT THE
URGENT NEED TO STRENGTHEN THE RENEGOTIATION ACT AND HIGHLIGHTED
THE INEQUITIES IN THE PROCESS, PARTICULARLY VIS A VIS LARGE
AND SMALL CONTRACTORS. SENATOR PROXMIRE IN THE SENATE
ALSO PUSHED FOR LEGISLATIVE REFORM OF THE RENEGOTIATION AcT,
BoTH THE JoINT EcoNomic COMMITTEE AND THE SENATE APPROPRIATIONS
COMMITTEE HELD EXTENSIVE HEARINGS,

SINCE THE RENEGOTIATION ACT IS NOT PERMANENT LEGISLATION,
IT HAS HAD TO COME TO CONGRESS FOR RENEWAL EVERY FEW YEARS.
UNFORTUNATELY, THE House WAvs AND MEANs COMMITTEE AND THE
SENATE FINANCE COMMITTEE, WHIGH AT THAT TIME HAD LEGISLATIVE
COGNIZANCE OVER THE ACT, WERE USUALLY BUSY WITH TAX MATTERS
AND DID NOT GET INVOLVED MUCH WITH RENEGOTIATION, SEVERAL



EFFORTS TO STRENGTHEN THE ACT DURING THE RENEWAL PROCESS
RESULTED IN COMPROMISE AGREEMENTS ON THE FLOOR, OR IN CONFERENCE,
WHEREBY THE ACT WOULD BE RENEWED, AS IS, WHILE ANOTHER STUDY
WAS STARTED, AS A RESULT OF THESE EXTENSIONS, THE STAFF OF THE JOINT
CommirTeE ON INTERNAL REVENUE TAXATION, WAS DIRECTED TO STUDY
THE RENEGOTIATION PROCESS, THE COMPTROLLER GENERAL ALSO
Rsvxshsn THE BOARD'S OPERATIONS. AFTER CAREFUL STUDY, BOTH
SUPPORTED THE NEED FOR RENEGOTIATION, AND RECOMMENDED REFORMS.

IN 1975 LEGISLATIVE COGNIZANCE FOR THE RENEGOTIATION AcT
WAS SHIFTED FROM THE House WAvs AND Means CoMMITTEE To THE House
BankiNe CoMMITTEE, WHERE IT WAS ASSIGNED TO THE MINISH Sus-
COMMITTEE, YOUR CHAIRMAN HAS HELD EXTENSIVE HEARINGS, TAKING
TESTIMONY FROM NUMEROUS GOVERNMENT AND INDUSTRY WITNESSES.
BASED;ON THOSE HEARINGS, THE COMMITTEE DRAFTED A COMPREHENSIVE
REFORM BILL AIMED AT MAKING RENEGOTIATION AN EFFECTIVE SAFEGUARD
AGAINST EXCESSIVE PROFITS BY LARGE AS WELL AS SMALL DEFENSE
CONTRLCTORS. '

_THE MINISH BILL PASSED THE HOUSE OVERWHELMINGLY BUT WAS
BOTTLED UP IN THE SENATE FINANCE COMMITTEE WHICH AT THE TIME
WAS PREOCCUPIED WITH A MAJOR TAX REFORM BILL. IN THE CLOSING
HOURS OF THAT SESSION OF CONGRESS THE SENATE FINANCE COMMITTEE
WAS PREPARED TO INTRODUCE A BILL FOR A SIMPLE EXTENSION OF THE
RENEG&T:AT!ON AcT. SENATOR PROMXIRE, HOWEVER, HAD CONSIDERABLE
suppoéT FOR HIS PROPOSED AMENDMENT TO ADOPT THE HOUSE BILL.
As A kESULT, THE BILL FOR A SIMPLE EXTENSION OF THE RENEGOTIATION
ACT WAS NEVER BROUGHT TO A VOTE, THUS, THE EXPIRATION OF THE
RENEGOTIATION AcT oN SEPTEMBER 30, 1976 WAS NOT THE RESULT OF
ANY CONGRESSIONAL CONSENSUS THAT THE BOARD SHOULD BE ABOLISHED.



RATHER, 1T EXPIRED BECAUSE THOSE WHO DID NOT WANT A STRENGTHENED
RENEGOTIATION ACT WERE SUCCESSFUL IN KEEPING THE ISSUE FROM
COMING TO THE SENATE FLOOR FOR A VOTE,

THIS "NEAR MISS” SERVED TO MOBILIZE DEFENSE CONTRACTORS
To MOUNT A GREATER EFFORT IN THE 95TH Coneress. Tre House
BANKING COMMITTEE AGAIN VOTED FOR STRONG REFORM LEGISLATION,

THE SENATE BANKING COMMITTEE, WHICH HAD ASSUMED LEGISLATIVE
COGNIZANCE FOR THE ACT, BY A NARROW MARGIN PASSED A BILL TO
PUT THE BOARD IN STANDBY TO BE REACTIVATED ONLY IN TIME OF WAR.

THE DEFENSE LOBBY THEN PERSUADED THE APPROPRIATIONS COMMITTEES
TO CUT OFF FUNDING FOR THE BOARD, EFFECTIVE MarcH 31, 1979,

ALTHOUGH THE AcT HAD EXPIRED SEPTEMBER 30, 1976, THE BOARD wWAS '
LEGALLY REQUIRED TO CONTINUE PROCESSING ITS $150 BILLION BACKLOG
OF CONTRACTS AWARDED PRIOR TO THAT DATE. BY ARRANGING TO CUT
OFF FUNDS FOR THE BOARD, THE DEFENSE LOBBY COULD BLOCK THE
BOARD FROM COMPLETING ITS REVIEW OF OUTSTANDING CASES,

IN HIs FY 1979 SUPPLEMENTAL BUDGET REQUEST, THE PRESIDENT
INCLUDED FUNDS FOR CONTINUED OPERATION OF THE BOARD. To DATE,
CONGRESS HAS NOT ACTED ON THIS REQUEST. APPARENTLY THE
APPROPRIATIONS COMMITTEES ARE AWAITING ACTION BY YOUR COMMITTEE.

THE BILL BEFORE YOU TODAY 1S NOT THE REFORM LEGISLATION
THe House BANKING COMMITTEE PREVIOUSLY ENDORSED, IT 1S NO MORE
THAN A SIMPLE EXTENSION OF THE RENEGOTIATION AcT IN
ITS PRESENT FORM, BUT WITH AN INCREASED EXEMPTION FOR SMALL
BUSINESSES, THE LOOPHOLES THAT BENEFIT LARGE CONTRACTORS AND
SPECIAL INTEREST GROUPS WOULD REMAIN, NONETHELESS, | ENDORSE
THIS BILL IN ORDER TO KEEP THE BOARD ALIVE AND TO ENSURE THAT
THE GOVERNMENT RETAINS ITS STATUTORY RIGHTS, UNDER THE RENEGOTIATION
ACT, TO RECOUP EXCESSIVE PROFITS ON DEFENSE CONTRACTS, A COMPETENT,



PROPERLY STAFFED BOARD CAN PROVIDE CONSIDERABLE PROTECTION TO
THE PUBLIC, EVEN UNDER THE PRESENT WEAK LAW.

THE BOARD HAS MADE MISTAKES. FOR MANY YEARS IT HAS HAD
INCOMPETENT TIME-SERVERS, NONETHELESS, DURING THE PAST 12
MONTHS AND UNDER TRYING CONDITIONS IT HAS MADE CONSIDERABLE
PROGRESS, AND HAS MADE EXCESS PROFITS DETERMINATIONS OF $82
MILLION, THIS AMOUNT INCLUDES DETERMINATIONS AGAINST LARGE
CONTRACTORS,

THE HISTORY OF THE EFFORT TO STRENGTHEN THE RENEGOTIATION
ACT ILLUSTRATES THE POWER AND INFLUENCE LARGE CORPORATIONS
BRING TO BEAR ON THE LEGISLATIVE PROCESS, AND THE DIFFICULT
ROAD THAT LIES AHEAD FOR THOSE WHO DARE CHALLENGE THE SPECIAL
PRIVILEGES OF BIG BUSINESS.

As LONG AS THE BOARD WAS RECOVERING ONLY A FEW MILLION
DOLLARS EACH YEAR, MOSTLY FROM SMALL CONTRACTORS, THE DEFENSE
LOBBY WAS NOT MUCH CONCERNED ABOUT RENEGOTIATION, BuT FACED
WITH THE PROSPECTS OF A MORE EFFECTIVE RENEGOTIATION PROCESS,
THE DEFENSE LOBBY MOBILIZED, INSTEAD OF STRENGTHENING
RENEGOTIATION, CONGRESS HAS BEEN MANEUVERED TO THE POINT WHERE
IT IS NOW ON THE VERGE OF KILLING IT.

CoMPETITION IN DEFENSE PROCUREMENT IS INADEQUATE TO PREVENT
CONTRACTORS FROM REALIZING EXCESSIVE PROFITS. THE NEED FOR
EFFECTIVE RENEGOTIATION DOES NOT HINGE ON AVERAGE PROFIT.LEVELS
IN DEFENSE INDUSTRY. WHY SHOULD THOSE COMPANIES WHO ARE MAKING
EXCESSIVE PROFITS BE ABLE TO HIDE BEHIND INDUSTRY AVERAGES?

W ALL KNOW THAT INDUSTRY PROFIT AVERAGES IN THE MID-1970's,
FOR EXAMPLE, WERE NOT INDICATIVE OF THE PROFITS BEING MADE BY
THE OIL COMPANIES, '



- 10

PROCUREMENT SAFEGUARDS AT THE TIME OF CONTRACT AWARD DO
NOT PRECLUDE THE POSSIBILITY OF EXCESSIVE PROFITS, FREQUENTLY
THE GOVERNMENT FINDS ITSELF IN A SELLER’S MARKET, OR SOLE SOURCE
SITUATION, WHERE SOMETIMES CONTRACTORS CAN DICTATE PRICES AND
TERMS AND CONDITIONS EVEN WHEN THEIR CAPABILITY TO PERFORM
THE WORK WAS DEVELOPED AT GOVERNMENT EXPENSE ON DEFENSE-FINANCED
CONTRACTS,

THe DEPARTMENT oF DEFENSE DOES NOT HAVE ACCESS TO THE
COMPANY'S BOOKS AND RECORDS TO THE EXTENT THE RENEGOTIATION
BOARD HAS. . THE DOD CANNOT REVIEW THE INFORMATION OR PROFIT
DATA REPORTED TO THE INTERNAL REVENUE SERVICE. IT CANNOT
EFFECTIVELY EVALUATE A CONTRACTOR’S PROFIT IN TERMS OF RETURN
ON INVESTMENT OR OTHER CRITERIA AVAILABLE TO THE BOARD. AND
WHICH IT 1S REQUIRED TO EVALUATE, FURTHER, THERE HAS ALWAYS BEEN
A TENDENCY BY SOME DEFENSE DEPARTMENT EMPLOYEES TO SIDE WITH
THEIR CONTRACTORS,

THE PUBLIC DESIRES REDUCTIONS IN GOVERNMENT SPENDING AND
REDUCING WASTE IN GOVERNMENT., TWENTY-EIGHT STATES HAVE CALLED
FOR A CONSTITUTIONAL CONVENTION FOR THE PURPOSE OF AN AMENDMENT
TO REQUIRE A BALANCED BUDGET. THE ELIMINATION OF THE 200-MAN
RENEGOTIATION BOARD WOULD SAVE ABOUT $6 MILLION A YEAR. BuT
IN RETURN, THE GOVERNMENT MUST FOREGO HUNDREDS OF MILLIONS OF
DOLLARS IN EXCESS PROFIT RECOVERY,

THE $82 MILLION THE BOARD HAS FOUND IN THE LAST 12 MONTHS
IS A DROP IN THE BUCKET COMPARED TO WHAT IT WOULD BE ABLE TO
RECOVER IF PERMITTED TO OPERATE ON AN EFFECTIVE BASIS. THE
IDEA THAT DEFENSE CONTRACTORS HAVE TO SPEND LARGE SUMS CALCULATING
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"PROFIT FIGURES FOR THE BOARD IS NONSENSE. THEY WELL KNOW WHAT
PROFIT THEY ARE MAKING ON DEFENSE CONTRACTS. '
‘ THE IDEA THAT COMPANIES WILL CUT COSTS AND LOWER PRICES
IF RENEGOTIATION 1S ABOLISHED IS WRONG, THAT ARGUMENT IS
TANTAMOUNT TO SAYING THAT GOVERNMENT SPENDING WOULD BE REDUCED
BY THE PRO RATA COST OF YOUR SALARIES, AND SAVINGS IN OVERHEAD
COSTS WOULD RESULT IF THIS SUBCOMMITTEE DID NOT MEET TODAY.

DEFENSE CONTRACTORS WHO.'HAVE BEEN DEALING HONORABLY WITH
THE GOVERNMENT AND NOT MAKING EXCESSIVE PROFITS SHOULD NOT
OBJECT TO ESTABLISHING THAT FACT BEFORE THE RENEGOTIATION BoarDp,
THAT SOME OF THESE CONTRACTORS FIND THE BOARD THREATENING IS
REASON TO QUESTION THEIR MOTIVES,

IN THIS CONNECTION IT IS WORTH REMINDING YOU OF A JEWISH
RELIGIOUS TRADITION, THIS HOLDS THAT IT IS A PRIMARY OBLIGATION
TO REFASHION THE WORLD INTO Gop’s KINGDOM, THI1S TRADITION
TELLS US THAT THE FIRST QUESTION TO BE ASKED OF US ON JUDGMENT . .
DAy WiLL BE: WERE YOU HONEST IN YOUR BUSINESS DEALINGS--IN WHICH
TO DO- JUSTLY TAKES PRECEDENCE EVEN-OVER-LOVING MERCY. AND- ONLY.
AFTER JUSTICE AND MERCY HAVE BEEN CARRIED OUT DOES IT MAKE ANY
SENSE TO TALK OF WALKING HUMBLY OR IN ANY OTHER WAY WITH Gob,

THE RENEGOTIATION BOARD TODAY FACES EXTINCTION, THIS IS
A SAD COMMENTARY ON THE INFLUENCE LARGE CORPORATIONS AND THEIR
LOBBYISTS CAN EXERT ON THE LEGISLATIVE PROCESS. AN EFFORT TO
EXTEND AND STRENGTHEN THE RENEGOTIATION BOARD HAS BEEN TURNED
AROUND SO THAT THE BOARD IS NOW IN DANGER OF BEING ABOLISHED.

92-529 0 - 82 - 2
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IN SO DOING, DEFENSE LOBBYISTS APPARENTLY HAVE BEEN ABLE TO
PERSUADE SOME MEMBERS OF CONGRESS TO ADOPT THE DEFENSE INDUSTRY
VIEWPOINT OVER THE RECOMMENDATIONS OF THE PRESIDENT, THE
SECRETARY OF DEFENSE, THE COMMISSION ON GOVERNMENT PROCUREMENT,
THE COMPTROLLER GENERAL AND NUMEROUS CONGRESSIONAL COMMITTEES.
| HAVE TRIED TO MAKE THIS COMMITTEE AWARE OF WHAT IS
GOING ON, FOR THE GOOD OF OUR PEOPLE, I TRUST THAT CONGRESS
WILL ACT PROMPTLY--BEFORE THE MARCH 31, 1979 FUNDING CUTOFF
DATE--TO SAVE THE RENEGOTIATION BoARD,
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THIS STATEMENT REFLECTS THE VIEWS OF THE
AUTHOR AND DOES NOT NECESSARILY REFLECT
THE VIEWS OF THE SECRETARY OF THE NAVY
OR THE DEPARTMENT OF THE NAVY.

STATEMENT OF
ADAIRAL H.6. RICKOVER, USH
BEFORE THE ‘
SUBCOMMITTEE ON INVESTIGATIONS
OF THE
HOUSE COMMITTEE Od ARMED SERVICES
JURE 25, 1980

MR, CHAIRMAN, YOU ASKED ME FOR MY VIEWS oN HR 7247 wHICH wouLD
EXCUSE DEFENSE CONTRACTORS FROM THE PROFIT LIMITS OF THE VINSON-
TrAMMELL AcT FrRoM SEPTEMBER 30, 1976, THRu OctoBer 1, 1981, THE
House ARMED ServicEs COMMITTEE IN CONFERENCE WITH THE SENATE WILL
SOON BE FACED WITH A DECISION ON WHETHER OR NOT TO ADOPT A SIMILAR
PROVISION WHICH APPEARS IN THE SENATE ARMED SERVICES COMMITTEE
VERSION OF THE FY 1981 DeFeNse AUTHORIZATION AcT.

I STROWGLY RECOMMEND THAT THIS COMMITTEE NOT ENDORSE HR 7247
NOR AGREE TO-SIMILAR PROVISIONS IN CONFERENCE WITH THE SENATE. IF
CONGRESS EXEMPTS CONTRACTORS, EVEN TEMPORARILY, FROM THE VINSON-
TRAMMELL ACT, IN THE ABSENCE OF AN EFFECTIVE SUBSTITUTE, IT WOULD
BECOME VERY DIFFICULT, IF NOT IMPOSSIBLE TO REINSTATE OR STRENGTHEN
THE ACT OR OTHER PROFIT LIMITING LEGISLATION,

HISTORICALLY, CONGRESS HAS ENDORSED THE PRINCIPLE THAT MAKING
EXCESSIVE PROFITS ON DEFENSE CONTRACTS IS CONTRARY TO THE PUBLIC
INTEREST., THE ISSUE Now BEFORE CONGRESS IS WHETHER IT INTENDS 7O
RETREAT FROM THIS FUNDAMENTAL PRINCIPLE. AS ONE WHO HAS BEEN INVOLVED
IN DEFENSE PROCUREMENT SINCE BEFORE WORLD WAR II, I CAN THINK OF FEW
THINGS THAT WOULD BE MORE INJURIOUS TO THE DEFENSE PROCUREMENT PROCESS
AND AS COSTLY TO THE AMERICAN TAXPAYER, THAN FOR THE CONGRESS OF THE
UNITED STATES TO CONDONE, BY WORD OR DEED, EXCESSIVE PROFITS ON DEFENSE
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CONTRACTS. _

THE PROBLEM OF ELIMINATING EXCESSIVE PROFITS ON DEFENSE CONTRACTS
1S AS OLD AS THE COUNTRY ITSELF. GEORGE WASHINGTON SAID ABOUT
REVOLUTIONARY WAR PROFITEERS:

“THE MATTER [ ALLUDE TO IS THE EXORBITANT PRICE EXACTED BY

MERCHANTS AND VENDORS OF GOODS FOR EVERY NECESSARY THEY DISPOSE

oF, | AM SENSIBLE THAT THE TROUBLE AND RISK IN IMPORTING GIVE

THE ADVENTURERS A RIGHT TO A GENEROUS PRICE, AND THAT SUCH,

FROM THE MOTIVES OF POLICY, SHOULD BE PAID; BUT YET [ CANNOT

CONCEIVE THAT THEY, IN DIRECT VIOLATION OF EVERY PRINCIPLE OF

GENEROSITY, OF REASON AND JUSTICE, SHOULD BE ALLOWED, IF IT

1S POSSIBLE TO RESTRAIN 'EM, TO AVAIL THEMSELVES OF DIFFICULTIES

OF THE TIMES, AND TO AMASS FORTUNES UPON THE PUBLIC RUIN.”
DurRING THE SPANISH-AMERICAN WAR, CONGRESS TRIED TO LEGISLATE AGAINST
EXCESSIVE PROFITS ON STEEL, WHICH CONTRACTORS WERE SELLING TO THE
WAR DEPARTMENT AT AN EXORBITANT PRICE. CONGRESS SET A MAXIMUM PRICE
FOR SUCH SALES, BUT, THE STEELMAKERS COUNTERED BY REFUSING TO SELL
STEEL TO THE GOVERNMENT. UNDER THE PRESSURE OF WAR, CONGRESS
EVENTUALLY HAD TO RESCIND THIS LAW,

DuriNG WorLD WAR I, CONGRESS SOUGHT TO LIMIT PROFITS THROUGH
COST-PLUS CONTRACTS, CONTROL OF RAW MATERIAL PRICES, AND AN EXCESS
PROFIT TAX, NONE OF THESE WORKED,

In 1934, CONGRESS, IN PASSING THE VINSON-TRAMMELL AcT, SET
PROFIT LIMITS ON DEFENSE CONTRACTS FOR SHIPS, AIRCRAFT AND THEIR
coMPONENTS. IN 1942, THIS ACT WAS SUSPENDED IN FAVOR OF THE
RENEGOTIATION ACT AND AN EXCESS PROFIT TAX. THE RENEGOTIATION ACT
GAVE THE GOVERNMENT AUTHORITY TO RECOUP EXCESSIVE PROFITS ON A MUCH
WIDER RANGE OF CONTRACTS. UNDER RENEGOTIATION, FACTORS OTHER THAN
JUST PROFIT PERCENTAGE WERE CONSIDERED IN DETERMINING WHETHER A
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CONTRACTOR'S PROFITS WERE EXCESSIVE,
IN 1TS MOST RECENT FORM, THE RENEGOTIATION ACT REMAINED IN

EFFECT FROM 1351 To 1976 AS TEMPORARY LEGISLATION WHICH CONGRESS
REVIEWED EVERY TWO OR THREE YEARS. IN 1976, THE HOUSE APPROVED A
BILL TO STRENGTHEN THE RENEGOTIATION ACT BUT IT DIED IN THE SENATE
FINANCE COMMITTEE WHERE IT WAS NEVER BROUGHT TO A VOTE. THE
RENEGOTIATION ACT ITSELF EXPIRED WHEN THOSE IN THE SENATE WHO OPPOSED
THE HOUSE BILL WERE SUCCESSFUL IN KEEPING EVEN A BILL FOR ROUTINE
EXTENSION OF THE RENEGOTIATION ACT FROM COMING TO THE FLOOR FOR A
VOTE,

SINCE THEN, OPPONENTS OF RENEGOTIATION HAVE BEEN ABLE TO BLOCK
EFFORTS TO REVIVE THE RENEGOTIATION ACT-JUST AS | AM CONVINCED THEY
WOULD BE ABLE TO BLOCK EFFORTS TO REVIVE OR STRENGTHEN THE VINSON-

TRAMMELL AcT 1F CONGRESS EVER SUSPENDED IT.
DEFENSE LOBBY1STS WERE ABLE TO PERSUADE THE APPROPRIATION

CoMMITTEES TO CUT OFF THE RENEGOTIATION BoARD’S FunDs As oF MarcH 31,
1979, AT THE TIME THE BOARD WENT OUT OF BUSINESS, THERE WAS A

$150 BILLION BACKLOG OF DEFENSE CONTRACTS THAT HAD NOT YET BEEN
SCREENED FOR EXCESSIVE PROFITS.

WHEN THE RENEGOTIATION ACT EXPIRED oN SEPTEMBER 30, 1976, THE
ViNsON-TRAMMELL ACT ONCE AGAIN BECAME APPLICABLE TO DEFENSE PROCURE-
MENTS. ALTHOUGH THE INTERNAL REVENUE SERVICE 1S RESPONSIBLE TO
IMPLEMENT THE VINSON-TRAMMELL ACT, THAT AGENCY HAS BEEN PROCRASTINATING-
APPARENTLY IN THE HOPE THAT CONGRESS WILL REPEAL THE AcT. [T DID NOT
PUBLISH THE PROPOSED IMPLEMENTING REGULATIONS FOR PUBLIC COMMENT
UNTIL OcToBER 1979 - MORE THAN THREE YEARS AFTER THE LAW WENT INTO
EFFECT,

HOREOVER, THE INTERNAL REVENUE SERVICE HAS REPEATEDLY POSTPONED
THE DATE FOR CONTRACTORS TO FILE UNDER THE VINSON-TRAMMELL AcT. THE



16

LATEST EXTENSION SPECIFIES A FILING DATE oF OcToBer 15, 1980.

*  APPARENTLY DEFENSE CONTRACTORS EXERT CONSIDERABLE INFLUENCE AT THE

"INTERNAL REVENUE SERVICE AS THEY DO IN THE DEFENSE DEPARTMENT.

THE OBJECTIVE OF THE DEFENSE INDUSTRY IS CLEAR - TO ELIMINATE
OR NEUTRALIZE AS MANY PROCUREMENT SAFEGUARDS AS THEY CAN. IT IS
WORTH REMEMBERING THAT WHEN CONGRESS WAS CONSIDERING LEGISLATION
T0 ESTABLISH THE COST ACCOUNTING STANDARDS BOARD, THE DEFENSE
INDUSTRY LOBBYISTS SAID THE BOARD WAS UNNECESSARY. BECAUSE THE
RENEGOTIATION ACT PRECLUDED EXCESSIVE PROFITS, LATER, THESE SAME
DEFENSE INDUSTRY LOBBYISTS POINTED TO THE EXISTENCE OF THE CosT
ACCOUNTING STANDARDS BOARD AS ONE OF THE SAFEGUARDS THAT PERMITTED
REPEAL OF THE RENEGOTIATION AcT. oW THAT THE RENEGOTIATION BOARD
HAS BEEN ABOLISHED, THESE LOBBYISTS ARE TRYING TO KILL BOTH THE
VinsoN-TRAMMELL AcT AND THE COST ACCOUNTING STANDARDS BOARD.

THE NEED FOR CONGRESS TO PROVIDE FOR RECOVERY OF EXCESSIVE
PROFITS ON DEFENSE CONTRACTS ARISES BECAUSE ‘THERE IS LITTLE OR
NO COMPETITION FOR MOST MAJOR DEFENSE HARDWARE., THE DEFENSE
DEPARTMENT IS OFTEN IN A TAKE-I1T-OR-LEAVE-IT SITUATION WITH MANY
OF ITS MAJOR PROGRAMS. LARGE ONE-TIME COSTS OFTEN PRECLUDE
DEVELOPING ALTERNATE SOURCES FOR FOLLOW ORDERS. ALTHOUGH THERE
MAY BE SOME NEGOTIATION IN ARRIVING AT THE FINAL FIGURES, THE
GOVERNMENT OFTEN HAS NO CHOICE BUT TO MEET THE CONTRACTOR'S PRICE.

THE FOLLOWING ARE RECENT EXAMPLES FROM MY OWN EXPERIENCE:

ONE LLARGE CORPORATION HAS A VIRTUAL MONOPOLY ON NICKEL PRODUCTS
IN THE UNI1TED STATES. OFTEN THE ONLY COMPETITION FOR NICKEL ALLOYS
IS BETWEEN THAT FIRM AND ITS OWN LICENSEES. RECENTLY THE HAVY
PROPOSED TO CONTRACT WITH THIS COMPANY FOR SOME DEVELOPMENTAL MATERIAL
FOR POSSIBLE APPLICATION IN FUTURE SHIPS. THE NavY CONTRACTING
OFFICER HAS DETERMINED THAT UNDER THE TRUTH-IN-NEGOTIATIONS ACT THE
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COMPANY lé REQUIRED TO SUBMIT COST OR PRICING DATA IN SUPPORT OF THE
PROPOSED PRICE, OR TO SUBMIT DATA TO DEMONSTRATE THAT THIS PROCUREMENT
QUALIFIES FOR AN EXEMPTION AS COMMERCIAL ITEMS SOLD IN SUBSTANTIAL
QUANTITIES TO THE GENERAL PUBLIC. THE COMPANY, WHICH 1S HEADED BY
A FORMER ASSISTANT SECRETARY OF THE NAVY, REFUSES TO GIVE THE
GOVERNMENT ITS COST BREAKDOWNS AS A MATTER OF POLICY, AND READILY
ADMITS IT HAS NOT PROVIDED COST DATA TO THE GOVERNMENT SINCE ENACTMENT
OF THE TRPTH-IN-NEGOTIAT]ONS AcT ALMOST 20 YEARS AGO. IN AN EFFORT
TO AVOID DISCLOSING ITS COST AND PROFIT FIGURES, THE COMPANY NOW
PROPOSES TO PERFORM ONLY PART OF THE WORKSCOPE AND PROVIDE DATA
WHICH THE FIRM CONTENDS WILL SUBSTANTIATE AN EXEMPTION FOR THAT PART
OF THE WORK. ,

WITHOUT PREJUDGING THE COMPANY'S SUBMITTAL, THIS IS AN EXAMPLE
OF AN ESSENTIAL SUPPLIER WHO REFUSES TO DISCLOSE THE PROFITS HE MAKES
ON DEFENSE CONTRACTS, OTHER MATERIAL SUPPLIERS, COMPUTER MANUFACTURERS,
PETROLEUM PRODUCERS AND OTHER INDUSTRIES UPON WHICH THE GOVERNMENT
DEPENDS FOR DEFENSE NEEDS ALSO REFUSE TO PROVIDE COST DATA. IN THESE
CASES GOVERNMENT CONTRACTING OFFICERS, IN ORDER TO GET THE MATERIALS
THEY NEED, TEND TO LOOK FOR LOOPHOLES IN THE LAW AND WAYS TO RATIONALIZE
HOW THEY CAN AWARD THE CONTRACT WITHOUT GETTING THE COST DATA, THIS
HIGHLIGHTS THE NEED FOR THE GOVERNMENT TO BE ABLE TO ‘SCREEN FOR
AND RECOUP EXCESSIVE PROFITS,

IN ANOTHER SITUATION ARISING ONLY LAST WEEK, A SHIPYARD UPON WHICH
THE NAVY' HAS DEPENDED FOR SHIP DESIGN WORK, DEMANDED A 38 PERCENT
INCREASE' IN THE PROFIT RATE PREVIOUSLY ACCEPTED FOR THIS TYPE OF
WORK ON A SMALL COST REIMBURSEMENT TYPE DESIGN CONTRACT. EXTENSIVE
NEGOTIATIONS FAILED TO GET THE PROFIT REDUCED TO THE HISTORICAL RATE.
THE' COMPANY IN EFFECT HAS CONFRONTED THE GOVERNMENT WITH A TAKE-1T-
OR-LEAVE-IT PROPOSITION,
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ANOTHER CASE INVOLVES SHIPBUILDING CONTRACTS THE NAVY 1S NOW
NEGOTIATING FOR NUCLEAR SUBMARINES AUTHORIZED BY CONGRESS IN THE
FY 1980 sHIPBUILDING PROGRAM. THE HAVY IS CURRENTLY TRYING TO
INCLUDE PROVISIONS IN SHIPBUILDING CONTRACTS WHICH WOULD REQUIRE
THE CONTRACTOR TO IDENTIFY POTENTIAL CONTRACT CHANGES PROMPTLY SO
THAT THEY CAN BE RESOLVED AS THEY OCCUR..: THESE PROVISIONS ARE
DESIGNED TO PRECLUDE SUBMISSION OF LARGE OMNIBUS CLAIMS YEARS AFTER
THE FACT - THE SORT OF CLAIMS THAT HAVE PLAGUED THE NAVY DURING THE
PAST DECADE., ALTHOUGH SOME SHIPBUILDER OFFICIALS PROFESS TO SHARE
THE NA;}'S DESIRE TO KEEP CONTRACTS CURRENT AND ON A PAY-AS-YOU-GO
BASIS, THEY AT THE SAME TIME INSIST ON LOOPHOLES WHICH WOULD PRESERVE
THEIR ABILITY. TO ASSERT CLAIMS YEARS AFTER THE FACT. BY REFUSING
TO AGREE TO PROVISIONS WHICH ENSURE THAT CONTRACTS CAN BE KEPT T
CURRENT, SOME SHIPBUILDERS APPARENTLY BELIEVE THEY CAN AVOID THIS
COMMITTEE'S MANDATE THAT NAVY SHIPBUILDING CONTRACTS ARE TO BE
ADMINISTERED ON A PAY-AS-YOU-GO BASIS.

IN ANOTHER PROCUREMENT, A LARGE COMPONENT SUPPLIER INSISTS THAT
- FUTURE CONTRACTS MUST. PROVIDE FOR A 35% RETURN ON INVESTMENT IN
ORDER TO.MEET CORPORATE PROFIT OBJECTIVES, OR THEY WILL NO LONGER
SUPPLY DEFENSE EQUIPMENT, THIS IS A FAR BETTER RETURN THAN ORDINARY
CITIZENS REALIZE ON THEIR SAVINGS. [N THIS CASE BECAUSE WE HAVE
ALTERNATIVE SUPPLIZRS, THE THREAT OF THIS SUPPLIER LEAVING THE
BUSINESS IS NOT A PROBLEM.  HOWEVER, THE INCIDENT HIGHLIGHTS THE
LEVELS OF FINANCIAL RETURN SOME DEFENSE CONTRACTORS CONSIDER THE
GOVERNMENT OWES THEM AND THE WEAKNESS OF THE GOVERNMENT IN SOLE-
SOURCE SITUATIONS, IT ALSO HIGHLIGHTS THE NEED FOR AN AFTER-THE-
FACT REVIEW OF ACTUAL DEFENSE PROFITS,

IN DEFENSE PROCUREMENT, COMPETITION DOES NOT PROVIBE ADEQUATE
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.ASSURANCE AGAINST EXCESSIVE PROFITS. [T IS EASILY POSSIBLE FOR
DEFENSE CONTRACTORS TO REALIZE EXCESSIVE PROFITS DESPITE FULL
COMPLIANCE WITH DEFENSE PROCUREMENT RULES AND REGULATIONS, GOVERN-
MENT AUDITS, AND OTHER SAFEGUARDS THAT ARE APPLIED AT THE FRONT
END OF THE PROCUREMENT PROCESS.

CONGRESS ENACTED PROFIT LIMITING LEGISLATION AND OTHER SAFE-
GUARDS IN RESPONSE TO WELL PUBLICIZED CASES OF CONTRACTOR EXCESSES.
IN RECENT YEARS, THESE SAFEGUARDS HAVE BEEN WATERED DOWN OR
ELIMINATED, WERE CONGRESS TO EXCUSE CONTRACTORS FROM VINSON-TRAMMELL
FOR THE PERIOD IN QUESTION, SOME $200 BILLION OF DEFENSE CONTRACTS
WOULD ESCAPE REVIEW. THIS IS IN ADDITION TO THE $150 BILLION BACKLOG
THAT ESCAPED REVIEW WHEN THE RENEGOTIATION BOARD WAS ABOLISHED.

THe VINSON-TRAMMELL ACT HAS ITS SHORTCOMINGS. [T SHOULD APPLY
TO ALL TYPES OF DEFENSE CONTRACTS, NOT JUST AIRCRAFT AND SHIPS, AND’
PERMIT CONSIDERATION OF FACTORS OTHER THAN SIMPLY PROFIT AS A
PERCENTAGE OF COST IN EVALUATING THE REASONABLENESS OF INCURRED
PROFIT. PERHAPS CONGRESS WOULD WANT TO EXEMPT SOME SMALL BUSINESSES.
BuT THESE SHORTCOMINGS ARE NO REASON TO EXEMPT ALL CONTRACTORS FROM
THE. VINSON-TRAMMELL AcCT.

[ DO NOT CONTEND THAT THE MAJORITY OF DEFENSE CONTRACTORS ARE
PROFITEERS. EXCESSIVE PROFITS ARE NOT NECESSARILY THE RESULT OF
DECEPTION OR DELIBERATE OVERPRICING, UNEXPECTED CHANGES IN VOLUME
OF BUSINESS, UNANTICIPATED TECHNOLOGICAL ADVANCES IN THE INDUSTRY,

A SHARP CHANGE IN ECONOMIC CONDITIONS OR HONEST ERRORS, CAN ALL
LEAD TO EXCESSIVE PROFITS DESPITE COMPLIANCE WITH ALL EXISTING
PROCUREMENT REGULATIONS, INCLUDING PREAWARD REVIEW OF CONTRACTOR
' PROPOSALS BY GOVERNMENT AUDIT. BUT, THE NOTION PUT FORTH BY
‘DEFENSE LOBBYISTS THAT DEFENSE CONTRACTORS CAN BE RELIED UPON TO
EXERCISE SELF-RESTRAINT IN THEIR PRICING OF GOVERNMENT CONTRACTS
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IS UNREALISTIC,
IT 1S IN THE INTEREST OF THE INDIVIDUAL DEFENSE CONTRACTORS

AS WELL AS THE PUBLIC TO ASSURE THAT FIRMS WHICH REALIZE EXCESSIVE
PROFITS HAVE TO REFUND THEM., THE AMERICAN TAXPAYER EXPECTS AND
DESERVES PROPER ACCOUNTABILITY IN THE EXPENDITURE OF PUBLIC FUNDS.
IT 15 uP To CONGRESS TO INSURE THAT THE BILLIONS OF TAX DOLLARS
SPENT ON NATIONAL DEFENSE DO NOT INCLUDE EXCESSIVE PROFITS.

FOR THIS REASON, | URGE THAT THE COMMITTEE NOT ENDORSE HR 7247
NOR AGREE IN CONFERENCE TO SIMILAR PROVISIONS PROPOSED IN THE SENATE
VERSION OF THE FY 1981 DEFENSE AUTHORIZATION AcT,

AND FINALLY | WOULD REMIND YOU WHAT IS STATED IN THE GOSPEL
OF MATTHEW: “WHERE YOUR TREASURE IS, THERE YOUR HEART BE ALSO".
WE KNOW FOR WHAT THE HEARTS OF SOME DEFENSE CONTRACTORS BEAT - BUT
THE HEART OF OUR CITIZENS.AND LAWMAKERS BEAT FOR A NOBLER PURPOSE.

—
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THIS STATEMENT REFLECTS THE VIEWS OF
THE AUTHOR AND DOES NOT NECESSARILY
REFLECT THE VIEWS OF THE SECRETARY OF
THE NAVY OR THE DEPARTMENT OF THE NAVY

STATEMENT OF
ADMIRAL H. G, RICKOVER. USN
BEFORE THE
SUBCOMMITTEE ON PROCUREMENT & MILITARY NUCLEAR SYSTEMS
OF THE
COMMITTEE ON ARMED SERVICES
UNITED STATES HOUSE OF REPRESENTATIVES

JUNE 16, 1981

CONGRESS HISTORICALLY HAS ENDORSED THE PRINCIPLE THAT
'CONTRACTORS SHOULD NOT BE ALLOWED TO REALIZE EXCESSIVE PROFITS
ON DEFENSE CONTRACTS. WITH AN EXPANDING DEFENSE PROGRAM, IT IS
IMPORTANT THAT CONGRESS NOT RETREAT FROM THIS FUNDAMENTAL
PRINCIPLE. ) .

From 1942 THROUGH 1376 A RENEGOTIATION ACT OF ONE FORM OR
TraMMELL AcT. UNDER THE RENEGOTIATION ACT FACTORS SUCH AS
CONTRACTOR EFFICIENCY AND INVESTMENT IN FACILITIES WERE TO BE
CONSIDERED IN DETERMINING EXCESS PROFITS, WITH THE DEMISE OF
THE RENEGOTIATION BoARD, THE VINSON-TRAMMELL AcT ofF 1934 caMe
INTO EFFECT, THIS LIMITS PROFITS TO 10 PERCENT OF THE CONTRACT
PRICE FOR SHIPS, AND TO 12 PERCENT OF THE CONTRACT PRICE FOR
AIRCRAFT. OTHER WEAPONS AND SUPPLIES ARE NOT COVERED BY THE
VinsoN-TRaMMELL AcT,
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CONTRARY TO WHAT DEFENSE CONTRACTOR LOBBYISTS WOULD HAVE
YOU BELIEVE, EXISTING PROCUREMENT SAFEGUARDS DO NOT PRECLUDE
EXCESSIVE PROFITS ON DEFENSE CONTRACTS, DEFENSE CONTRACTOR
" LOBBYISTS OFTEN CITE COMPETITION AND PROCUREMENT SAFEGUARDS SUCH
AS THE TRUTH IN NecoTIATIONS AcT AND THE CoST ACCOUNTING STANDARDS
AS OBVIATING THE NEED FOR PROFIT LIMITING LEGISLATION.
COMPETITION IN DEFENSE PROCUREMENT 1S OFTEN MORE I[LLUSORY
THAN REAL. WHILE 35 PERCENT OF THE DEFENSE PROCUREMENT BUDGET
IS SPENT UNDER CONTRACTS THE DEFENSE DEPARTMENT CONSIDERS
COMPETITIVE, ONLY ABOUT 8 PERCENT 1S SPENT ON FORMALLY ADVERTISED
PROCUREMENTS — THAT IS WHERE ANY COMPANY MAY SUBMIT A BID
AND THE CONTRACT MUST BE AWARDED TO THE LOWEST RESPONSIVE AND
RESPONSIBLE BIDDER. IN SOME COMPETITIVE PROCUREMENTS ONLY TWO
OR THREE FIRMS ARE ASKED TO BID, IN OTHER SO-CALLED COMPETITIVE
PROCUREMENTS THE COMPETITION IS NOT BASED ON PRICE. BUT ON DESIGN
OR OTHER TECHNICAL FACTORS. SIXTY-FIVE PERCENT OF THE DEFENSE
PROCUREMENT BUDGET 1S AWARDED IN CONTRACTS WHICH THE DEFENSE
DEPARTMENT ITSELF LABELS AS NON-COMPETITIVE,
THE -TRuUTH -IN NEGOTIATIONS ACT IS SOMETIMES CITED AS A
SAFEGUARD AGAINST EXCESSIVE PROFITS. [T REQUIRES CONTRACTORS TO
DISCLOSE THE DATA THEY THEMSELVES USE IN PREPARING THEIR PRICE
IN NON-COMPETITIVE PROCUREMENTS. BUT THAT LAW IS OFTEN CIRCUMVENTED.
SOME CONTRACTORS SIMPLY REFUSE TO PROVIDE THE REQUIRED DATA. OTHERS
CLAIM EXEMPTIONS BASED ON LOOPHOLES IN THE LAW, AND EVEN WHEN
COST AND PRICING DATA IS PROVIDED, NEITHER THE TRUTH IN NEGOTIATIONS
ACT NOR ANY OTHER ACT OR REGULATION PRECLUDES CONTRACTORS FROM
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INFLATING THEIR COST ESTIMATES OR SIMPLY DEMANDING EXCESSIVE
PROFITS., OFTEN CONTRACTORS CAN ADOPT A “TAKE-I1T-OR-LEAVE-IT"
ATTITUDE IN DEALING WITH THE DEFENSE DEPARTMENT AND EFFECTIVELY
DICTATE PRICE AND TERMS.

CONGRESS ESTABLISHED THE COST ACCOUNTING STANDARDS BoARD To
SET STANDARDS TO HELP REDUCE ACCOUNTING ABUSES IN THE DEFENSE
INDUSTRY. DEFENSE CONTRACTOR LOBBYISTS POINT TO THESE STANDARDS
AS ANOTHER REASON WHY PROFIT LIMITING LEGISLATION IS NOT NEEDED,
HOWEVER, THESE STANDARDS DO NOT DEAL WITH THE ISSUE OF HOW MUCH
PROFIT A COMFANY SHOULD BE ALLOWED,

- THE LOBBYISTS OFTEN CITE INDUSTRY-WIDE AVERAGE PROFIT FIGURES
TO JUSTIFY THEIR CONTENTION THAT DEFENSE PROFITS ARE NOT EXCESSIVE,
AND THEREFORE PROFIT LIMITING LEGISLATION IS UNNECESSARY. THIS IS
LIKE USING AVERAGE DEPTH FIGURES TO PROVE THAT THERE ARE NO DEEP
SPOTS IN A RIVER, *

I DO NOT CONTEND THAT ALL. OR EVEN A MAJORITY OF DEFENSE
CONTRACTORS ARE MAKING EXCESSIVE PROFITS, LIKEWISE. NEITHER
ARE THE MAJORITY OF OUR CITIZENS CRIMINALS. BuT, TO PROTECT
AGAINST THE EXCEPTIONS WE NEED POLICE IN THE CASE OF CRIMINALS
AND PROFIT LIMITATIONS IN THE CASE OF DEFENSE CONTRACTORS.

SOME BELIEVE THAT ALL DEFENSE CONTRACTORS CAN BE COUNTED
UPON TO EXERCISE SELF RESTRAINT. HERE ARE EXAMPLES TO THE CONTRARY:

1. ONE SOLE SOURCE CONTRACTOR TYPICALLY NEGOTIATES A TARGET
PROFIT EQUAL TO 10 PERCENT OF THE ESTIMATED COST OF THE WORK.
THE WORK 1S DONE UNDER RISK-FREE, COST PLUS-INCENTIVE FEE
CONTRACTS. AFTER THE CONTRACT IS COMPLETED AND ALL CHANGES HAVE
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BEEN NEGOTIATED, HE ENDS UP MAKING., ON THE AVERAGE. A 17-1/2
PERCENT PROFIT ON HIS ACTUAL INCURRED COSTS.

2. ONE CONTRACTOR HAS MADE PROFITS AS HIGH AS 36 PERCENT
ON SOME FIRM FIXED PRECE CONTRACTS FOR SHIP REPAIR WORK. THE
CONTRACTOR HAS AVERAGED A 21 PERCENT PROFIT ON THESE CONTRACTS,

. EVEN THOUGH HIS RISK HAS BEEN NEGLIGIBLE.

3. A COMPANY THAT MANUFACTURES HIGH PRESSURE AIR FLASKS FOR
TRIDENT SUBMARINES INSISTED ON A PROFIT BETWEEN 27 AND 38 PERCENT
OF ESTIMATED COST.

4, A SOLE SOURCE SUPPLIER OF SPECIAL MATERIAL USED IN
NUCLEAR PROPULSION PLANTS DEMANDS A PROFIT OF 25 PERCENT OF HIS
ESTIMATED COST. ' N,

5, A SOLE SOURCE SUPPLIER OF SPECIAL MATERIAL USED FOR
LARGE VALVES IN NUCLEAR POWERED SHIPS INITIALLY REFUSED TO SUBMIT
THE COST AND PRICING DATA REQUIRED BY LAW IN THE TRUTH IN NEGOTIATIONS
Act. THE ORDER WAS PLACED CONTINGENT UPON HIS AGREEMENT TO PROVIDE
THIS DATA. AFTER THE CONTRACT AWARD, THE COMPANY SUBMITTED COST
DATA WHICH SHOWED A 66 PERCENT PROFIT IN HIS PRICE.

ALTHouGH THE DEFENSE DEPARTMENT EVALUATES AND NEGOTIATES
PROFITS AS A PERCENTAGE OF COST, WE CANNOT ALWAYS TELL WHETHER
OR NOT EXCESSIVE PROFITS EXIST JUST BY LOOKING AT CONTRACTOR PROFIT
EXPRESSED AS A PERCENTAGE OF COST, IF THE DOLLARS HE INVESTED
ARE SMALL IN RELATION TO HIS PROFIT, RETURN ON HIS INVESTMENT
WILL NATURALLY BE HIGH, FOR THIS REASON. WHEN A CONTRACTOR HAS
HIGH COSTS AND SMALL INVESTMENT, FIVE PERCENT PROFIT ON COST CAN
BE VERY LUCRATIVE. ALTERNATIVELY. A PROFIT OF 12 PERCENT OF
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COST MIGHT BE MODEST ON A CONTRACT WHICH InvoLyEs LARGE INVESTMENT
AND LITTLE SUBCONTRACTING,

UNDER THE RENEGOTIATION AcT. HANY(FACTDRS INCLUDING RETURN
ON INVESTMENT, RISK. NATURE OF THE BUSINESS, AND CONTRIBUTION TO
THE DEFENSE EFFORT WERE TAKEN INTO ACCOUNT BEFoks THE DETERMINATION
OF EXCESS PROFIT COULD BE MADE. THIS IS WHY THE RENEGOTIATION
ACT-WAS A MORE EQUITABLE AND FAR BETTER APPRbAcH TO PROFIT
LIMITING LEGISLATION THAN THAT SPECIFIED IN THE VINSON-TRAMMELL
AcT. ' . o

VARIOUS ALTERNATIVES TO THE RENEGOTIATION AND VfNSON—TRAMMELL
AcTs HAVE BEEN PROPOSED FROM TIME. TO TIME TO PREVENT CONTRACTORS
FROM MAKING EXCESSIVE PROFITS ON DEFéNse.couréAcrs. REGARDLESS
OF THE METHOD SELECTED, EFFECTIVE PROFIT LIMITING, LEGISLATION
SHOULD PROVIDE FOR THE FOLLOWING: - -

1. [T SHOULD APPLY TO ALL TYPES OF DEFENSE WORK. NOT JUST
AIRCRAFT AND SHIPBUILDING, SOUND PUBLIC POLICY AND EQUITY TO THE
TAXPAYERS REQUIRE RECOVERY OF éXCESSIVE-PRQFITS"REGARDLESS OF
THE TYPE OF EQUIPMENT, o }

-2, PROFIT LIMITATIONS SHOULD COVER SUBCONTRACTS AS WELL AS
PRIME CONTRACTS. THERE IS L;fTLE SURVEILLANCE OF PROFIT AT THE
SUBCONTRACT LEVEL. AND HERE IS WHERE THE GREATEST POTENTIAL FOR
ABUSE EXISTS. SOLE SOURCE PRIME CONTRACTORS.HAVE LITTLE. IF
ANY, INCENTIVE TO HOLD DOWN SUBCONfRACT'COSTS. ‘SINCE THE PROFITS
IN NEGOTIATED PROCUREMENTS ARE FIGURED AS A PERCENTAGE OF COST.
PRIME CONTRACTORS MAKE MORE PROFIT WHEN THEIR SUBCONTRACT
MATERIAL QUOTES ARE HIGH, '
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3. PROFIT LIMITS SHOULD APPLY IN PEACE AS WELL AS IN WAR.
I SEE NO LOGIC IN MAKING A DISTINCTION WHEN THE TAXPAYER MUST
PAY THE BILL.
I, EXEMPTIONS FOR COMPETITIVE CONTRACTS SHOULD APPLY ONLY
WHEN THE CONTRACT 1S AWARDED AFTER FORMAL ADVERTISING, THE
LIMITED COMPETITION AVAILABLE WHEN ONLY A FEW FIRMS ARE ABLE TO
PERFORM THE WORK 1S NOT SUFFICIENT TO STOP EXCESSIVE PROFITS.
5. PROVISIONS FOR LIMITING PROFITS SHOULD BE INCLUDED IN
EACH DEFENSE CONTRACT AND SUBCONTRACT VALUED AT MORE THAN $500,000.
THIS WILL AVOID SITUATIONS IN WHICH A CONTRACTOR CAN HIDE EXCESS
PROFITS BY AVERAGING THEM WITH THE PROFITS ON LESS PROFITABLE
CONTRACTS OR ON HIS COMMERCIAL BUSINESS.
6. IN DETERMINING EXCESSIVE PROFITS THE LAW SHOULD PROVIDE
FOR CONSIDERATION OF THE STATUTORY FACTORS SPECIFIED IN THE
RENEGOTIATION ACT. IN THIS WAY RETURN ON INVESTMENT, PRODUCTION
EFFICIENCY., AND OTHER MATTERS WHICH AFFECT THE DETERMINATION OF
EXCESSIVE PROFITS CAN BE CONSIDERED.
7. 1r CONGRESS DECIDES THAT., FOR PURPOSE OF SIMPLIFICATION.
A MORE MECHANICAL APPROACH TO DETERMINING EXCESSIVE PROFITS SHOULD
BE ESTABLISHED., THE GENERAL ACCOUNTING OFFICE SHOULD BE TASKED TO
DEVELOP FORMULAE TO DETERMINE EXCESS PROFITS, TAKING INTO ACCOUNT
INDUSTRY WIDE PROFIT AVERAGES AND RETURN ON INVESTMENT.
8, ANOTHER APPROACH WOULD BE TO REQUIRE THE DEPARTMENT OF
DEFENSE TO RECOMMEND A PROFIT LIMIT AS A PERCENTAGE OF COST. OR
AS A RATE OF RETURN ON INVESTMENT, THIS SHOULD BE DONE ANNUALLY
AS PART OF THE BUDGET SUBMITTED To CoNGRESS. IN THIS wAY CONGRESS
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WILL ée ABLE TO DETERMINE WHAT PROFIT LIMITS SHOULD APPLY TO THE
GOODS;AND SERVICES FOR WHICH THE FUNDS WERE APPROPRIATED.

WE ALL: KNOW ‘WHAT THE DEFENSE CONTRACTOR LOBBYISTS HAVE
BEEN TRYING TO. ACHIEVE. - IN THE 1960‘s THEY WORKED TO BLOCK
ESTABLISHMENT OF THE CosT AéCQUNTxNG STANDARDS BOARD ON THE BASIS
THAT THE RENEGOTIATION BOARD ADEQUATELY PROTECTED THE PUBLIC
AGAINSTvExéESSIYE PROFITS, THEN. AFTER CONGRESS ESTABLISHED THE
Cost ACCOUNTING STANDARDS BOARD, THEY LOBBIED TO ABOLISH THE
RENEGPTIATION BoARD. CITING THE COST ACCOUNTING STANDARDS BOARD
AS THE SAFEGUARD THAT MADE RENEGOTIATION UNNECESSARY.

AGAIN, ‘WHEN THE RENEGOTIATION BOARD WENT OUT OF EXISTENCE,
THEY SET THEIR- SIGHTS ON ABOLISHING THE COST ACCOUNTING STANDARDS
BOARD. OR AT LEAST.TRANSFERRING IT TO THE EXECUTIVE BRANCH, WHERE
THEY WOULD HAVE A BETTER CHANCE TO WATER DOWN THE STANDARDS,

~ToDAY BOTH THE RENEGOTIATION BOARD AND THE CosT AccounTINg
STANqARDS BOARD ARE OUT OF BUSINESS. THE NEXT OBJECTIVE APPARENTLY
1S TO ELIMINATE THE SOLE REMAINING FORM OF PROFIT LIMITING
LEGISLATION,” THE VINSON-TRAMMELL ACT AND BLOCK EFFORTS TO
'REPLACE 1T WITH A MORE EFFECTIVE SUBSTITUTE.

HISTORY SHOWS THAT BY NO MEANS CAN WE AS§UME THAT ALL
GOVERNMENT CONTRACTORS CAN BE COUNTED UPON TO EXERCISE SELF
RESTRAINT, PARTICULARLY IN DEALING WITH THE  GOVERNMENT,  FURTHER,
MANY GOVERNMENT OFFfClALS‘WHO~SPEND_0UR MONEY CONSIDER IT LIKE
"STA@E MONEY”, THE SUMS ARE SO LARGE COMPARED WITH THEIR PERSONAL
spsu@ine THAT THEY ARE NOT. CAPABLE OF UNDERSTANDING THAT THEY ARE
_OBleATING EACH OF OUR 220 MILLION CITIZENS. IT IS FOR THIS

i
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TH(S SPEECH REFLECTS THE VIEWS OF TEE
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BUSINESS AND FREEDOM

by .
Admiral H. G, Rickover, U.S. Navy
at the
Economic Club of Indianapolis, Inc,
olis, Indiana
Friday, November 7, 1975

Over a period of many years I have spaken and written about such
issues as education, freedom, science, mginwrﬁg, and technology—all
of concern to many Americans,

But since thxs audience is especially interested in business and

economics, Ithought I'would share with-you some of my thoughts on these,

based on my experience in dealing with many segments of American
industry for mare than 35 years, Part of my work has invglved the pro-
curement from private business mgaﬁzaﬁom of billions of dollars warth
of machinery, electrical equipment, and nuclear compenents for ship
propulsion and for civilian power planis,

This experience, combined with a lifelonz interest in governmert,
philoscphy, and history have given me a unique vantage point to observe
many aSpects of business conduct,

I feel especially indebted to our country for the opportunities it‘ has
given me—education, 2 profession, observing other cul;urés, and a variety
6! experiences, In gve’ry respect America has been good to me.

.

Copyright 1975, H, G. Rickover
No permission needed for newspaper or news periodical use,
Above copyright notice to be used if most of speech reprinted,
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I am deeply concerned, however, that the cpportunities we have
had in the past may not exist in the future, As a nation, we are burdened
by internal problems unparalleled since the Civil War: the energy crisis,
the threat to the environment, the problems of the cities, the abuse of
and consequent loss of respect for traditional institutions and values,

Compounding these problems and exacerbating them is a cuadition
of increasing moral decay which seems to be spreading throughout our
soclety. This exists in many areas, buf I will focus on business,
and the state of business ethics.

Although I shall be critical of certzin business practices, I am not .
hostile to business, to free enterprise, or to capitalism. I believe in
the capifalist system, - No-other system ofiers as-much opportunityvfor
individual freedom. I criticize only because I do not want to see this
system destroyed. ‘ -

Business is an essential part of sosiety. Throughout history,
societies have recognized its importance and have established standards
for its conduct, The code of Hammurabi 4000. years ago governed con-
tracts, loans, debts, deposits, and other areas of commerce in ancient
~ Babylon, The Old Testament forbade stealing—one of the Ten Commandn'xents—
also bribery, short measure, false dealing, lying, fraud. - During the
Middle Ages, the Church prohibited usury. From the Protestant Refor-
mation emerged the idea of business as a Godly calling in which the
businessman conducted his affairs as a public service, of benefit to
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bimself and to his neighbors,. From t.hé earliest days of recarded
history man has struggled to reconcile the pursuit of profit with hanest
dealing and useful service, to balance self-interest with the common
good. )

Because of industrialization and wrbanization, the effect of
business on society is now greater than it ever was. A half century
ago Calvin Coolidge said: "The business of Az-nerica is business, "

Its influence is no less pervasive today : Our society honors those
who excel in business. Labor leaders, doctors, lawyers, accountants,
engineers emulate them, Business leaders, as much as anyone, set
the moral tone of ﬁociety.

Yet the image business leaders convey has nbt alway/s been
flattering. In 1912, Charles Francis Adams, Jr., descendant of
two Presidents, said of business in the United States: "I have known,
and known tolerably well, a good many 'successful' men—'big'
financially-——men famous during the last half-century; and a less interesting
crowd I do not care to encounter. . . A set of mere money getters and
‘tr-aders, they were essentié.l.ly unattractive and uninteresting, . ."

- This quotation from Adams is as important as that from Coolidge, for
Adams warns that business leaders may lack the vision to see their
obligation to the society which nourishes them,

What example are businessmen setting today ? Can you remember

a single week in recent months when the press was not filled with accounts
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of business wrongdoing? Here are a few recent ones: 19 companies
convicted of making illegal political contributions; the fertilizer industry
investigated for price-fixing and other anti-trust violations; a well-
known ice cream manufacturer indicted on cﬁuges of knowingly
marketing tainted ice cream; a major oil company making unlawful
payments to foreign officials; six securities firms disciplined for stock
manipulation; prominent bankers indjéted for wnauthorized speculation
in foreign currencies; a leading truck manufacturer found guilty of
canspiring to evade .taxes.

In the area of defense contracting where Ihave first han_d experience,
the problems are simﬂar The Justice Department is investigating the
possibility of fraud in contract claims; éongres; held hearings on the
refusal of one of America's largest corporations to comply with Defense
procurement regulations; some conh‘actors' i'xave refused to honor
Government contracts; thiere were charges of conflict of interelsf; involving
former military officers working for defense contractors.

Because unlawful actions are more newsworthy than lawful ones,
one mjght' contend that news accqurms are not an accurate measure of
the prevailing moral climate in American business. On the other ha.nd,
wmnethical, though not illegal conduct often goes unreported. Ihave
observed such unethical practices first-hand: use of deceptive accounting
techniques, refusal to honor contracts, attempts to subvert laws and
regulations, Such practices are commenplace; I doubf they are confined
to the defense industry.
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The business community has evidenced little concern about’
transgressions within its ranks. Criticism of business conduct typically
comes from outside, - Even ethical businessmen appear to feel no

- obligation to speak out against less scrupulous colleagues, Nor is this
silence broken by so-called experts in ethics. A recent survey of
theologians and professors of businesg ethics about bribery and political
m'eddling overseas by American corparations resulted in inconclusive
answers. One professor called foreign bribery a "sema:ntic" rather
than an ethical problem. Some prominent clergymen with close ties to
business declined to comment at all,

But the public is not indifferent. Auother recent poll reported
that eighty-two percent of the American' people believe fhat, if left alone,
big corporations will be greedy and selfish and make profits at the
expense of the public.' Proliferation of consumer interest groups
confirms this growing public concern,

Too often business has reacted to public criticism with mare and
larger public relations campaigns., Companies contend they have been
mism_zdm*s-tood; they emphasize the benefits they claim to be providing the
public, stockholders, employees, customers and to the free enterprise
system. Press releases and advertisements portray businessmen as
rugged individualists who believe in free markets, price competition,
and concern for our society. Unfortunately, too few of _t.hein act in
accordance with these high ideals,
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Some argue that illegal or unethical practices which do come
to light are not typical; that the ones who survive in the marketplace
are ethical; that those who fail to meet minimum ethical standards lose
out in our competitive system. This is the classic concept of the self-
regulating econom§ a.rticula.fed by Adam Smith 200 years ago. Unfor-
tunately, in our modern econdmy, buyers and sellers are seldom equat;
caompetition frequently is not adequate to insure ethical conduct,

* Many businessmen are, of course, ethical. Many firms,
particularly small ones, act in the finest tradition of the free enterprise
systgm. A typical example of how the small company operates is one that
has an important contract for my program. Its outlock is refreshing,
Iis owners do not spend nearly all of their time, as ao the officials of
ia.rge_companies,on public relations, lobbying, and exerting political
influence. Instead, they understand it is up to them to please the customer
and make a success of the work, This they do by paying close attention
to the work itself, When confronted with problems, they do not seek
bail-outs or subsidies or use influence in high places to get special
privileges. ) ' A

I have f.ound that small and medium size companies take a more
résponsible view toward their contractual obligations than the large
-ones, _pne reason for this is that market forces generally are more
eﬁective. in restraining their behavior, They are also better able to
perfarm a back-up role of providing new and alternative products when
larger firms fail to do so, ’
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I have also observed that larger firms expect to be insulated from
risk of business failure, - When a small firm becomes inefficient or
‘otherwise unable to compete, it fails, But many large companjes act
as if the cherm%ent has an obligation to protect them from failure, And
within Governmex;f, there are policy makers who are loathe to allow large
firms to fail because much is at stake for the owners, customers,
employees and creditors, .

1 disagree with this point of view, Rather, I agree with the

- sentiments expressed by Mr. Donald T. Regan, chairman of one of the
largest and most prominent Wall Street brokerage houses. Here is what
he said of stockbriokers who faced financial ruin: "So what if they go
bust? What God-éi\}en right do they have to stay in business? That is
what the country a]nd capitalism are supposed to be all about,” If we
gave the matter adequate thought, we would realize that we are really
protecting the managers who have beeﬁ responsibie for the failure.

The facilities and actual working people are still there and in many cases
could continue to produce mder different ownership or management.

Ancther way large companies have tried to escape the workings
of the sel.t-regulating economy is to produce whai: they want to sell,
rather than what tl;e consumer needs to buy. Sale of these products is
induced through skillful advertising, and the price set without regard
to demand. Large conglomerate and multinational corporations are
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particularly effective in avoiding market forces because of their size,
diversity, and ability to muster great financial resources to pay for
advertising, public relations and lobbying.

Large corporations are often able to escape the traditional
safeguards of the marketplace, This is especially disturbing because
of their ever-increasing accumulation of economic power. One hundred
carporations control over 50 percent of our entire industrial output,
Four carporations, in their respective industries, control over 99
percent of vehicle output, 90 percent of aluminum fabrication, 80 per-
cent of cigarette production, and 72 percent of the detergent market.

Often the lérges(busin‘esses—f.hose nﬁt subject to most of the
restraints of free enterprise—are the n:-\ost voutspoken advocates of the
capitalist, free enterprisg system as an effective safeguard against
business excesses. 'fhey want the public to believe that the free enter-
prise system regulates their behavior, when in fact they are escaping
the restraints of that system. Time and again, they lobby against new
Government regulations, and herald the virtues of competition and
the marketplace as if they were small businesémen subject to these
forces. Simultaneously, they lobby for assistance in the form of tax

‘ loopholes, protected markets, subsidies, guaranteed loans, contract
bailouts, and so on; ‘They take no cha.nce;; they light ane candle for
Chirist and cne far the devil. o
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Apparently, they want subsidized free enterprise or capitalism
with a guaranteed return—a comtradiction in terms, So long as they
make profit, they want the benefits of the free enterprise system. Once
profits turn to losses, they look to Government for help.

Freedom is not 2 license to avoid respensibility. If men expect
to reap the benefits of our system, they should be willing to accept its
responsibilities and risks.

Many in the United States are tz-o-ubled by the pervasive
influence of big business an our econamy. Reinhold Niebuhr, the
theologian, observed that the imposition of ethical standards on large
organizations is oﬁe of the major problems of our time, Ordinary
citizens, and some national leaders récégnize this problem.

Some perceive the solution in the classic concept of a self-
regulating, free ma.rkét economy, free of all, or nearly all Government
regulation and conirol. Others advocate an economy regulated and
controlled in large part by Government.,

I subscribe to neither of these views, As a student of history,

I do not believe that free market forces a.utomé.ﬁcally restrain excesses
of the profit motive or impose a standard of ethical conduct on big
business, It is questionable whether market forces ever were truly
effective in restraining their conduct, When there was an essentially
free market in this cotgxtry—dmim; the late 19th century l;efore anti-
trust legislation and during the laissez-faire period of the 1920's~—
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there was much business misconduct, Those were the days of the
Robber Barons and manipulated stock prices, The free market of
those periods failed to restrain big business, The inevitable result
was increased Government regulation, most of which had its origin
in the abuse of the free market.,

The factars which have made the free market ineffective~—
the rise of large corparations, the sheer size of our economy, the
complexities of modern industrial produc'tion—wili continue, Under
these circumstances, a free market economy of small, autonomous
businesses roughly equal in economic powér, is a naive notion born of
nostalgia for what never was. ) )

By contending that the current m:arketplace can effectively
regulate business conduct, businessmen mﬁvittingly do a disservice
to the capitalist system; they play into the hands of adéocates of a
strictly regulated economy, When market forces fait to regulate
business conduct and wrongdoing results, public pressure for regulation
mounts, In effect, those most committed to an unregulated capitalist
system end @‘overwhelmed'b_y regulation because the free market
they advocate does not by itseﬁ exert sufficient restraint on their
conduct, ' '

At the other extreme are those wﬁo favar Government regulation
and control. In their view, business cannot be trusted to keep its
- house in order, Their belief, to paraphrase Clemenceau, is that
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business is too impartant to be left entirely to businessmen. Their
tﬁesis is that capitalism can only result in a rich society, not a just
one; therefore, it cannot or should not survive.

1 do not support this view, I believe in capitalism and in
competition. I believe that-business has a right to pursue reasonable
profit. I am convinced our capitalist system must survive in order for
oui' fundamental freedoms to survive.. In this respect, I am a conser-
vative in the literal sense of that word, which means "to save, " to
respect established values, -

The essence of our capitalist system is spontaneity and freedom
of choice, Busiuesémen, at théir own rjsk, may choose which products
to produce, at what prices to offer them, from whom to buy ma.teria.lé.
Entrepreneurs are free to try to fill perceived economic needs.,

Contrast this with a system in which the economy is under
complete state regulation and control. Industrial activity is planned

._by the state, There are no entrepx;eneqr_s as we know them. By and

large, businessmen can not enter fields of their choice but are told by
the bureaucracy what products to produce, at what price to sell them,
from whom to buy,

The materia.l well-being under our system can be traced to
fundament2] differences. In the United States there is a free business
community in conflict with itself and with Government reguiation and

control. From this conflict and tension comes progress, In the state-
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controlled system conflict is minimized. But without conflict there
is little critiéism and without criticism, there is less chance for
progress, .

More important than material well-being is the degree of
individual freedom under the two systems. Because economic and
l'msiness activity is central to a modern society, the form of ecanomic
organization bé.s a great impact on freedom. "This is particularly

important for freedom in large, industrialized nations, Communism
and socialism generally give lip service to individual liberty, but
do not always practice it. State control places a premium on material
well-being at the e;xpense of freedom, Some visitors to communist
and fasclst countries have praised what‘they see, pointing to clean
streets and the absence of stray dogs. Many do not note aiso the
absence of freedom in the streets, It is a striking coincidence of
history that all utopias, from the Guardians of Sparta onward, inevitably
developed into some form of dictatorship.

Capitalism, based as it is on freedom of choice, helps preserve

~

our other freedoms. For all its imperfections, it is the best system yet

devised by man to foster a high level of economic well-being together
with individual freedom. Should our capitalist system be destroyed, its
destruction will be accompanied by the loss of most of our other liberties

as well,
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Let me summarize where I think we are: the classic concept
of a self-regulating, free market economy in a complex modern society
no longer enfarces the required high standard of ethical business
conduct. Those who advocate exclusive reliance on the market do
disservice to capitalism, since the result often is increased Goverﬁment
int.ervention, ‘the very antithesis of their goal. On the other hand, the
destruction of capitalism and the establisl_xmeni of coraplete state
control are inimical to economic and political freedom.

" I advocate a middle ground between these two extremes, Iam
- concerned with the survival of our capitalist system. Here are some
steps I believe shouid be taken to preserve it.

First, Ibelieve that businessmen must treat Government
regulation realistically rather than with instinctive opposition as well as
manipulation i:hrough public relations and political influence, Much
of Government regulation is necessary to protect the public against
the recurrence of past abuses, and because it is unrealistic to expect

.any group to truly police itself, Businessmen_ should face the fact that
regulation is inevitable, Blind opposition to all regulation detracts
from the valid complaints business may have about the excesses of
regulation. _

But they undermine public confidence in their integrity when,
to protect themselves from normal market forces they publicly oppose
regulation while privately exploiting the regulatory process. For example,
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according to the Chairman of the Federal Trade Commission, the

Civil Aeronautics Board has, by controlling the entry of new airlines
into the air transportation market, eliminated all competition in air
routes and rates. When the Administration recently proposed reducing
economic controls on the domestic airline industry, the chief executive
ofa maj& airline opposed this move, It is obvious the airlines oppose
deregulation. ‘

Second, I believe businessmen must vigorously advocate

respect for law. Law is the foundation of our society. Few areas of
society are as dependent upon law as is business, It is law that protects
such essential rights of busine_ss as integrity of ‘contracts, When businessmen
break the law, ignoie its spirit, or use its absence to justify unethical
conduct, they undermine business itself as well as their own welfare.
They should be concerned with the pt-)or recora of law enforcement
as it relates to them, and be willing to reexamine an idea if an .
intellectually responsible attack is made against it, They should be
cancerned about the double standard where an ordinary citizen is
punished more severely for a petty crime than corporate officials
convicted of white collar crimes ix.xvolving millions of dollars, In the
recent cases of i].legai corporate campaign contributions, only two of
21 executives convicted of violating the law received jail sentences,
Most continued in their high level jobs or stayed on as highly paid

consultants, Corporate fines averaged $5, 0060 and individual fines
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less than $2, 000, The lightness of these penalties should be of cancern.
Some may take comfort in the traditionally light sentences imposed for
white collar crime. But the mare thoughtful should recognize it is not

- to their advantage to operate in an environment where those who violate
ar skirt the law make out better than those who respect and honor if, in
letter and spirit. : - . -

They should take note of the recent Supfeme Court decisjon in
the Parks case. This decision may herald a new era of individual
accountability for businessmen if its logic is applied widely by legis-
lative bodies and courts, Inthat case, the Supreme Court ruled that
corporate officials as indivi;iua.ls may be liable for the illegal acts of
their éompa.nies. The Court said: "The only way in which a corporation
can act is through the individuals who act on its behalf. "

The Parks decision may balance the 1886 decision of the Court
in'the case of Santa Clara County vs, Southern Pacific Railroad in which

the Court held that the Fourteenth Amendment applied to carporations.
The Santa Clara decision thus gave corporations the same rights of
protection as a "natural person. " Although corparations had now won
. the rights of persons, the officials acting in their behalf were not held
to the obligations required of persons, Instead, they were able to dis-
claim personal responsibility and shift the blame for their illegal acts

onto the corparation,
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1 have long held the view that if a corporation is to be considered
a person for purposes of protection under the Fourteenth Amendment,
then all the obligations incumbent on a person ought to be binding on the
corporation. And, since the corporation acts through its officials, they
should be held personally liable for illegal corporate acts. The Parks
case appears to be a step in this direction,

Although I have been speaking of cbmpiiance with the law, there
is more to respect for law than merely i?bserving its letter. No law,
however strong, will suffice if men lack the inner will to act legally,
Each of us is his own lawmaker; he is daily making decisions of right
and wrong. If we Y;area.k our personal laws of morality and integrity,
then statutory laws can have no mea.ning.for us, -

Respect for law and realistic treatment of regulation are
important steps that can be taken to pr_eserv.e our system. But these
steps involve accommodation to external forces and, as such, will never
be wholly effective, External constraints such as law arregulation
cannot:entirely overcome man's inner motivations, Man has free will,
Because of this, a third step is necessary-—a moral approach that must
begin by taking a hard lock at ourselves.

This should start with the executives of large corporations—the
ones most favored by capitalism, Many of them benefit from the system
in which they risk littie personally. They are given handsome salaries

as.well as other economic benefits. They are powerfui and influential
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and have the most at stake in preserving our form of Government and
owr free society, They, above all, should be concerned with preserving
our freedoms, This is best expressed in the Biblical injunction: "For
:unto whomsoever much is given, of him shall much be required. "

!

|
‘heart of the problem; it cannot form a part of the solution, They should

Businessmen must do more than merely seek to preserve the
freedom to make money, The unrestrained pursuit of profit is the

seek a higher purpose, They should restare ethical behavior to business
practice. '

In recent years there has been much talk about the need for
businessmen to accept "social responsibility™ and help solve critical
inationa.l problems, Too often, however; they appear to conceive of
2st)cizal "projects” as substitutes for legal and moral practice, Often
!these projects are no-t. substantive but only the familiar panoply of public
relations, and the public has become skeptical of such gimmicks, They
would be far more sympathetic if more businessmen demonstrated by
their actions the determination to conduct their affairs ethically.

- Businessmen need to exercise self-restraint. Capita;ism in
.America should be practiced within a strict maral code, Morality bene-
iﬁts business, those who operate illegally ox unethically threaten it.
fln failing to exercise self-restraint, they are stretching the rubber
:band until i is near breaking, If tﬁey so continue, they will inevitably
be faced with being called "malefactors of gz'éat wealth"” and having their
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large empires broken up as was dane by Theodore Roosevelt. Many
today see this as the basic way to remedy the excesses that pervade
business, Besides this, there will also follow, as in the administra-
tions of Woodrow Wilson and Franklin Roosevelt the establishment of
powerful Regulatory Commissions to replace téday's toothless ones,

Trust and good faith facilitate business, The underpinning of
the capitalist system is to a large extent trust—the faith that men will
‘deal fairly and honestly with the customgr; with the general public;
with each other; and with the stockholder,

There is another reason to adopt a strict code ‘of moral and
-ethical conduct, As heirs to the ideas and accomplishments of all men
who have ever lived, it is the responsil;ﬂity of all of us to preserve a
free society, where l_mowledge, truth and justice flourish, so that our
inheritance can be passed on to posterity. Our responsibility involves
dedication to an ideal higher than self. This means love of couzﬁry and
love of one's feliow ma.u—pfesent and future, It is marked by _éxcel—
lence, courage, honesty, selflessness, and many other terms which
for millenia have represented the best traits of man, .

few would dispute that men should live morally and ethically
according to these higher ideals, Why do we then not pursue this
alternative? Primarily because it is the most difficult of all paths.
Men have tried for thousands of years to be ethical and maral, with
differing degrees of success, The duty to uphold the rights and
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interests of others often succumbs to selfishness, Then, when chaos
threatens, many find it easier to accept the discipline of strict laws,
regulations, and even curtailed freedoms than to exercise self-discipline.
That is why, for a basic change to be made, it is necessary that men
change their way of thinking, - Change which is significant manifests itseif
more "in intellectual and moral conceptions than in material things.” As
difficult as this appears, such changes have occurred in the past.

The Hebrew concept of one God was one of these; it ultimately
replaced the many gods of the pagan warld,

" The ancient Greeks adopted the attitude that reason must prevail
among men and that the citizens themselves should govern,

- The English Revolution of 1688 and the French Revolution of 1789
did away with the concept of divine right of monarchs; this led to greater
democracy and freedom,

The ideas and works of Copernicus, Galileo, Kepler, Newtcn, and
Da.rﬁn entirely changed man's concept of his place in the universe,

But men do not change their thinking overnight. For that reason
we will continue to need laws and regulations to govern our personal
lives and our business activities. I do believe, however, that individuals
can change and can make a difference. People are eager for leaders
who will give of themselves for the good of their communities. They
are sick of platitudes, of high talking and low living, of fine words and
selfish deeds. They wﬁnt and will follow those who live by higher values.
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Our Bicentennial should ren;ind us that the leaders of our
Revolutionary period showed that the individual can make a difference.
These men, properly honored by the title "Founding Fathers, " valued
freedom and 'culture more than wealth, They brought fundamental
haonesty to the business of government, and dealt with their countrymen
on frank and open terms, They lived by the iéeals they propounded.

" The Declaration pf Independence was no idle statement for them. In
sixpport of it they p_ledgéd, and some lost, their lives, their fortunes,
and their sacred honor. Through their beliefs and individual deeds

our Revblutiona.ry leaders stirred their fellow countrymen to struggle ™
and sacrifice for independence. Mare impartant, they set a moral tone
and example for their age and ours. .

_To'set an example, an individual starts with himself, He puts his
family and his community above his own desires. He pui:s high -moral
and ethical principles into his personal and business dealings. He
accepts as his personal responsibility the duty of restoring the concepts
of honesty, truth and morality, _

As a nation, we can choose one of two ways to bring about the
changes needed in our country: we can use the power of the state or
we can entrust the task to our capitalist system. In my opinion, to
use the state will result—as it has in other parts of the world~~in a )
loss of freedom, I believe the job can best be done by our }:a.pitalist

system provided those who lead it- understand that the methods used
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must be legal, must be supported by our government and people, and
must transcend some of the current ways of conducting business.
While capitalism must be based on the opportunity to make profit, those
in charge must not use their special position to gain advantage over owr
country and owr citizens, o

The great problems facing us today—-;;ergy, population, the
environment—demand the highest degree of ability and initiative,
Solutions require basic changes in thinking and a willingness to question
past practices. Although these problems are national in scope, the
search for solutions can begin with day-to-day activities, For example,
businessmen would be well advised to question their effect on our society
by creating, through advertising, artificial demand for products of
questionable value, They would also do well to consider the implications
for the future of capitalism of a recent study which shows that misleading
television adver.tising may permanently distort children's values of
marality, society and i:usi.ness. And they should examine whether their
pﬁcuﬁeﬁih}é‘ fact, reported by another study, that 62% of adult <
Americans are rated either incompetent or barely conipetent on con-
sumer economic questions,

Businessmen have a special opportunity and responsibility to
effect beneficial change in our society. To do so they must set demanding
goals for themselves, They should ask what will be their 'contrihution

to the legacy which American civilization leaves to thé world? The
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Hebrews endowed mankind with concepts of morality; the Ancient
Greeks left concepts of democracy and self-government, The
legacy of the Roman Empire was law.

1 is my hope the American legacy will be more.than a business

- structure whose major objective is attainment of wealth; more than a
facility for self-serving public relatians; more than a highly develqped
- advertising industry with its propensity to "image-making." I hope

America's legacy will be the accommodation of the forces of capitalism,
democracy and mo-rality in a highly industrialized society, Sucha rich

legacy would be warthy of a great nation, -
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THIS STATEMENT REFLECTS THE VIEWS BY
THE AUTHOR AND DOES NOT NECESSARILY

TRERAVY 6k THE"SeRRRTHENTEGREFAR ARGy
OPENING REMARKS
0F
ADMIRAL H.6, RICKOVER
BEFORE
THE SENATE COMMITTEE ON THE JUDICIARY

MARCH 8, 1979

MERGER ACT OF 1979

MR, CHAIRMAN, THIS COMMITTEE WILL NO DOUBT HEAR FROM
WITNESSES MORE QUALIFIED THAN | AM TO DISCUSS THE COMPLICATED
ECONOMIC AND LEGAL THEORIES BEHIND CONGLOMERATION, SOME
ECONOMISTS AND PROFESSORS HAVE MADE THIS THEIR LIFE WORK,

My TESTIMONY IS FROM THE PERSPECTIVE OF A GOVERNMENT
SERVANT WHO HAS CONDUCTED BUSINESS WITH DEFENSE CONTRACTORS
FOR FORTY YEARS, IN THIS CAPACITY | HAVE WITNESSED AT FIRST
HAND THE EMERGENCE OF THE LARGE CONGLOMERATES AND THEIR IMPACT
ON THE COMPANIES THEY HAVE ACQUIRED,

BASED ON THIS EXPERIENCE, | CONCLUDE THAT MANY OF THE
ADVANTAGES ATTRIBUTED TO CONGLOMERATES HAVE NOT MATERIALIZED,
SPECIFICALLY, THE ADVENT OF CONGLOMERATES HAS NOT RESULTED IN
IMPROVED MANAGEMENT; THEY RARELY RESULT IN ECONOMIES OF SCALE;
THEY OFTEN DECREASE RATHER THAN ENHANCE COMPETITION; AND THEIR
ACCUMULATION OF LARGE AMOUNTS OF CAPITAL OFTEN DOES NOT WORK
TO THE OVERALL ADVANTAGE OF OUR POLITICAL AND ECONOMIC SYSTEM,
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MOREOVER | BELIEVE THAT THE LARGE CONGLOMERATES HAVE,
OVERALL, BEEN A NEGATIVE INFLUENCE ON OUR ECONOMY AND OUR
SCCIETY. | ALSC BELIEVE THAT THEIR PREGCCUPATION WITH THE SO-
CALLED BOTTOM LINE OF PROFIT AND LOSS STATEMENTS, CCUPLED WITH
A LUST FOR EXPANSION, IS CREATING AN ENVIRGNMENT IN YHICH FEWER
BUSINESSMEN HONOR TRADITIONAL VALUES; WHERE RESPONSIBILITY IS
INCREASINGLY DISASSOCIATED FROM THE EXERCISE OF POWER; WHERE
SKILL IN FINANCIAL MANIPULATION IS VALUED MORE THAN ACTUAL
KNOWLEDGE AND EXPERIENCE IN THE BUSINESS; WHERE ATTENT;ON AND
EFFORT IS DIRECTED MOSTLY TO SHORT TERM CONSIDERATIONS, REGARDLESS
OF LONGER RANGE CONSEQUENCES; AND WHERE A FEW, HIGH LEVEL
INDIVIDUALS, BY CONTROLLING THE VAST RESOURCES OF A LARGE
CONGLCMERATE, CAN EXERCISE UNDUE INFLUENCE ON GOVERNMENT,

WITH THE GROWTH OF CONGLOMERATES, POLITICAL AND ECONOMIC
POWER IS INCREASINGLY CONCENTRATED AMONG A FEW LARGE CORPORATIONS
AND THEIR DIRECTORS--POWER THEY CAN APPLY AGAINST SOCIETY,
GOVERNMENT, AND INDIVIDUALS. WE ARE IN DANGER THAT .THESE LARGE
CONGLOMERATES ARE BECOMING, IN EFFECT, ANOTHER BRANCH OF
GOVERNMENT--HAVING THE POWER OF GOVERNMENT, BUT WITHOUT THE
CHECKS AND BALANCES INHERENT IN A DEMOCRACY.

WooDROW WILSON WARNED THAT ECONOMIC CONCENTRATION COULD
"GIVE TO A FEW MEN A CONTROL OVER THE ECONOMIC LIFE OF THE
COUNTRY WHICH THEY MIGHT ABUSE TO THE UNDOING OF MILLIONS OF
MEN."” HIS STATED PURPOSE WAS: “TO SQUARE EVERY PROCESS OF
OUR NATIONAL LIFE AGAIN WITH THE STANDARDS WE SO PROUDLY SET
UP AT THE BEGINNING AND HAVE ALWAYS CARRIED [N OUR HEARTS,”

HIS COMMENTS ARE APROPOS TODAY.
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CONGLOMERATE OFFICIALS OFTEN HAVE GREATER POWER THAN
ELECTED OR APPOINTED GOVERNMENT OFFICIALS TO INFLUENCE SOCIETY,
YET THEY ARE NOT SUBJECT TO PUBLIC SCRUTINY, THE ABILITY To
DISPENSE MONEY PROVIDES THEIR POWER, THIS VIOLATES THE BASIC
RIGHT OF INDIVIDUALS TO ELECT THEIR POLITICAL LEADERS,

BY USING THEIR GREAT INFLUENCE, THEY SUCCEED IN GETTING
CHOSEN INDIVIDUALS APPOINTED TO TOP GOVERNMENT JOBS BY EXTENSIVE
LOBBYING AND BY CAMPAIGN CONTRIBUTIONS. CONGLOMERATES MAVE
SUCCESSFULLY INSTILLED THEIR VIEWPOINT IN MANY AREAS OF GOVERN-
MENT., To soME GOVERNMENT OFFICIALS, THE PROSPECT OF FUTURE
EMPLOYMENT WITH LARGE CONGLOMERATES MAY INFLUENCE THEIR ACTIONS.
MOREOVER, LARGE CONGLOMERATES WORKING BEHIND THE SCENES OR EVEN
PUBLICLY MAY INFLUENCE THE CAREERS OF GOVERNMENT EMPLOYEES.

" LET ME GIVE YOU AN EXAMPLE OF WHAT CAN HAPPEM TO A GOVERNMENT
EMPLOYEE WHO HAS THE TERMERITY TO "TAKE ON” A LARGE CONGLOMERATE.
SEVERAL YEARS AGO ONE LARGE CONGLOMERATE WAS IN THE PROCESS OF
SUBMITTING LARGE CLAIM%»AQ&ENEi_tHE NAvY, THESE CLAIMS INVOLVED
WORK UNDER MY COGNIZANCE, AT THE SAME TIME | WAS WORKING HARD
TO SEE THAT THE GOVERNMENT DID NOT SETTLE CLAIMS FOR MORE THAM
THE GOVERNMENT CONTRACTUALLY OWED.THE COMPANY RETAINED A WELL-
KNOWN WASHINGTON LOBBYIST WHO WORKED BEHIND THE SCENES TO
BLOCK MY REAPPOINTMENT ON ACTIVE DUTY. IN HIS YOUNGER DAYS
THIS LOBBYIST WAS AN IDEALIST, BUT LATER TURNED TO THE PURSUIT

OF MONEY AS SO MANY LAWYERS DO,
THE LOBBYIST'S EFFORTS.WERE UNSUCCESSFUL. BUT IT IS

INTERESTING TO NOTE THAT EVEN AS THE SECRETARY OF THE NAVY HAD
ME IN HIS OFFICE TO DISCUSS MY CONTINUATION IN MY PRESENT
POSITION, THIS LOBBYIST IN A LENGTHY TELEPHONE CONVERSATION
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MADE A FINAL, LAST MINUTE APPEAL AGAINST MY REAPPOINTMENT, OR,
1IF | WwERE TO BE REAPPOINTED, HE WANTED ME ASSIGNED TO DUTY SOME-

WHERE--PERHAPS TO KAMCHATKA--WHICH 15 12,500 MILES FROM WASHINGTON--

WHERE [ WOULD NOT BE INVOLVED IN HIS CLIENT'S ACTIVITIES WITH
THE Navy,

CONGLOMERATES HAVE READY ACCESS TO HIGH LEVEL OOVERNMENT
OFFICIALS IN THE EXECUTIVE AND LEGISLATIVE BRANCHES, ALTHOUGH
THESE OFFICIALS MAY NOT BE FAMILIAR WITH THE SPECIFIC DETAILS
OF THE 1SSUES PRESENTED TO THEM, THEY OFTEN TAKE ACTIONS WHICH
UNDERMINE THEIR SUBORDINATES, KNOWING THIS, SOME LARGE DEFENSE
CONTRACTORS ARE INCREASINGLY MAKING IT A PRACTICE TO CONDUCT
IMPORTANT BUSINESS WITH THE HIGHER OFFICIALS IN THE GOVERNMENT'S
CHAIN OF COMMAND. IN THEIR ZEAL TO DEMONSTRATE THEIR APPRECIATION
OF THE PROBLEMS OF THESE LARGE CONTRACTORS, DEFENSE DEPARTMENT
OFFICIALS DO NOT ALWAYS PROTECT, AS THEY SHOULD, THE INTERESTS
OF THE TAXPAYER,

As CONGLOMERATES INCREASE IN NUMBER, SIZE, AND DIVERSIFICA-

____TION, ESPECIALLY THOSE.DEALING WITH ESSENTIAL WORLD. COMMODITIES
OR SOPHISTICATED DEFENSE EQUIPMENT, THEIR INFLUENCE WITHIN OUR
OWN GOVERNMENT AND WITH FOREIGN GOVERNMENTS CAN BECOME ENORMOUS.

THE POWER OF TODAY'S LARGE CONGLOMERATES CAN TRANSCEND
NATIONAL POWER AND NATIONAL LOYALTIES. THE PRESIDENT AND THE
CONGRESS ARE NO LONGER THE SOLE INSTRUMENTS FOR THE CONDUCT
OF FOREIGN POLICY; LARGE CONGLOMERATES ARE THEMSELVES EMERGING
AS INTERNATIONAL POWERS.

As WE HAVE READ IN THE PRESS, THEY HAVE BEEN ACTIVE BEHIND-
THE-SCENES IN INTERNATIONAL POLITICS. THEIR INVOLVEMENT IN
INTERNATIONAL AFFAIRS IS AIMED AT FURTHERING THEIR OWN ECONOMIC
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INTERESTS, WHICH MAY NOT NECESSARILY COINCIDE WITH THE BEST
INTERESTS OF THE UNITED STATES OR THE OTHER COUNTRIES INVOLVED.
THEIR MEASURE OF SUCCESS OR FAILURE IS SOLELY ONE OF PROFIT

FOR THE CONGLOMERATE.

THE BEHIND-THE-SCENES ACTIVITIES OF LARGE CONGLOMERATES
MAY LEAD TO MILITARY, POLITICAL, AND SOCIAL RAMIFICATIONS FOR
OUR PEOPLE AS WELL AS THOSE OF OTHER COUNTRIES. THESE LARGE
CORPORATIONS ARE RESPONSIBLE ONLY TO THEMSELVES. THEY ARE NOT
OPEN TO EFFECTIVE SCRUTINY BY THE PUBLIC OR BY THOSE LEGALLY
EMPOWERED AND REQUIRED TO ADMINISTER THIS NATION'S FOREIGN
POLICY,

IN SUCH AN ENVIRONMENT, NATIONAL INTERESTS MAY BE COMPROMISED.
THE PRESSURE OF CONGLOMERATES TO PROMOTE OVERSEAS BUSINESS AND
PROFITS HAS LED TO THE EXPORT OF VALUABLE HIGH-LEVEL TECHNOLOGY
TO COUNTRIES IN FIELDS IN WHICH WE HAVE TRADITIONALLY ENJOYED
AN ECONOMIC AND MILITARY ADVANTAGE. THE TAMPERING OF CONGLOMERATES
COULD CONCEIVABLY CAUSE FOREIGN GOVERNMENTS TO FAIL. BUT IF
THIS PRODUCED ADDITIONAL REVENUE FOR THE CONGLOMERATE, | SUPPOSE
THE EFFORT WOULD BE CONSIDERED BY THEM A SUCCESS.

IT MAY BE THAT AT THIS STAGE OF WORLD INDUSTRIAL DEVELOP-
MENT, CONGLOMERATES HAVE, IN ACTUALITY, AMASSED SUCH GREAT
POLITICAL AND ECONOMIC POWER THAT THEY MUST BE CONSIDERED AS
PARTICIPANTS [N INTERNATIONAL DEALINGS. IF THIS IS SO, THEIR
PARTICIPATION SHOULD BE OPENLY RECOGNIZED AND ACKNOWLEDGED,

AND APPROPRIATE GOVERNMENT CONTROLS ESTABLISHED. OTHERWISE
THEY CAN CREATE COMMITMENTS FOR THE UNITED STATES CONTRARY TO
OUR POLICY,
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WITH THEIR VAST INFLUENCE ON GOVERNMENT, MANY LARGE
CONGLOMERATES HAVE EFFECTIVELY USURPED THE RIGHTS OF LEGISLATORS,
BUT WITHOUT ASSUMING AMY OF THE RESPONSIBILITIES. IN THE
BUSINESS WORLD TOO, THE OFFICIALS OF LARGE CONGLOMERATES--AIDED
BY SHREWD, HIGH PRICED LAWYERS--SEEK TO EVADE MORAL AND LEGAL
LIABILITY FOR THE COMPANIES THEY OWN AND CONTROL.

MANY YEARS AGO | WAS DEALING WITH THE PRESIDENT OF A
SUBSIDIARY OF A LARGE CONGLOMERATE IN CONNECTION WITH PLACE-
MENT OF A MULTI-MILLION DOLLAR CONTRACT., TO MY SURPRISE, I
LEARNED, IN DISCUSSIONS WITH HIM, THAT THE PARENT CONGLOMERATE
EXERCISED SUCH TIGHT CONTROL OVER HIS ACTIVITIES THAT HE COULD
NOT EVEN APPROVE THE PURCHASE OF A $10,000 ITEM CF CAPITAL
EQUIPMENT FOR THIS JOB WITHOUT FIRST OBTAINING APPROVAL FROM
THE PRESIDENT OF THE CONGLOMERATE, SINCE THE LATTER WAS ON
VACATION, AND HE COULD NOT CONTACT HIM, WE COULD NOT TRANSACT
BUSINESS,

ALTHOUGH THIS CONGLOMERATE MAINTAINED TIGHT CONTROL OF
THE SUBSIDIARY AND COULD DRAW OUT THE PROFITS, | ALSO DISCOVERED

- IT BORE NO RESPONSIBILITY FOR THE CONTRACTUAL OBLIGATIONS OF
ITS SUBSIDIARY, THIS WAS MY INTRODUCTLON TO THE SO-CALLED
CORPORATE VEIL THROUGH WHICH PROFITS AND CASH CAN FLOW UPWARDS
TO CORPORATE HEADQUARTERS, BUT WHICH CUTS OFF FINANCIAL OR LEGAL
LIABILITY, [ REFUSED TO DO BUSINESS ON THIS BASIS, EVENTUALLY
SPECIAL ARRANGEMENTS WERE MADE FOR THIS CONTRACT TO ENSURE THAT
THE PARENT CORPORATION WOULD STAND BEHIND THE OBLIGATIONS OF
THE SUBSIDIARY,
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SINCE THAT TIME, | HAVE SEEN OTHER INSTANCES WHERE SENIOR
CORPORATE OFFICIALS REFUSED TO STAND BEHIND THE CONTRACTUAL
COMMITMENTS OF THEIR SUBSIDIARIES. WHILE THEY SEEK PROFITS FROM
THEIR SUBSIDIARIES, THEY ARE OFTEN UNWILLING TO ACCEPT THE
LOSSES, EVEN WHEN THE PARENT CONGLOMERATES HAVE HAD AMPLE FUNDS,
THEY RATIONALIZED THAT, AS PRUDENT BUSINESSMEN, IT WOULD BE
WRONG FOR THEM TO KEEP INVESTING IN A SUBSIDIARY THAT IS NOT
EARNING ENOUGH, THUS THE PROBLEM IS SHIFTED TO THE CUSTOMER--
OFTEN THE GOVERNMENT--EITHER PAY WHAT THE CONTRACTOR DEMANDS
OR LOSE A VITAL SUPPLIER,

IN AN ENVIRONMENT WHERE RESPONSIBILITY IS INCREASINGLY
DIVORCED FROM AUTHORITY, TRADITIONAL BUSINESS VALUES TEND TO
BE LOST. CONTRACTS OFTEN BECOME MEANINGLESS, ' IT USED TO BE
THAT A BUSINESSMAN'S HONOR DEPENDED ON HIS LIVING UP TO HIS
CONTRACT--A DEAL WAS A DEAL., Now, HONORING CONTRACTS IS BECOMING
MORE A MATTER OF CONVENIENCE. CORPORATIONS ARE INCREASINGLY
TURNING TO LAWYERS WHO, BY LEGAL MANEUVERING, OBFUSCATION, AND
DELAY, CAN EFFECTIVELY VOID ALMOST ANY CONTRACT, THERE ARE
WASHINGTON LAW FIRMS WITH FOUR OR FIVE FANCY ANGLO-SAXON NAMES,
SUCH AS ABERCROMBIE, BLATCHFORD, CARRUTHERS, SUYDENHAM AND
COHEN WHICH COULD INVALIDATE THE TEN COMMANDMANTS--AND SOMETIMES
DO, ‘

UNDER THESE CIRCUMSTANCES CONTRACTS WITH A LARGE CONGLOMERATE
ARE BINDING ONLY TO THE EXTENT IT AGREES TO BE BOUND, ESPECIALLY
WHEN THE GOVERNMENT IS THE CUSTOMER.

SOME SENIOR CONGLOMERATE OFFICIALS SEEK TO AVOID RESPONSIBILITY
BY INSULATING THEMSELVES FROM THE “DETAILS.” FOR EXAMPLE, FACED
WITH LARGE COST OVERRUNS, THE OFFICIALS OF ONE LARGE CONGLOMERATE
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PLACED THE BLAME ON THE GOVERNMENT,CITING POOR PROCUREMENT
PRACTICES,. UNFAIR CONTRACTS, EXCESSIVE DESIGN CHANGES, AND SO
ON, THESE sxcuéss WERE MADE BY CORPORATE OFFICIALS AND THEIR
LOBBYISTS TO THE PRESS, TO THE EXECUTIVE BRANCH, AND TO CONGRESS.
IT WAS A CONVENIENT EXPLANATION OF THE PROBLEMS, AND CAST NO
ASPERSIONS ON MANAGEMENT PERFORMANCE. NO DOUBT SOME MANAGERS
AND SUPERVISORS INVOLVED IN THE WORK ALSO TOOK ADVANTAGE CF
THE SITUATION TO EXCUSE THEIR MISTAKES., BUT THE STORIES THEY
PUT OUT DID NOT SQUARE WITH THE FACTS.

I INVITED THE CHAIRMAN OF THE BOARD OF THIS CONGLOMERATE
TC MEET WITH ME AND HEAR, FIRST HAND, DISPARITIES BETWEEN THE
FACTS AND THE INFORMATION BEING PUBLICIZED BY THE PERSON IN
CHARGE OF HIS SUBSIDIARY. HE ANSWERED THAT IT WOULD BE "UNWISE”
FOR HIM TO GET INVOLVED, BUT THAT HE WOULD ARRANGE TO SEE ME
ON ONE OF HIS VISITS TO WASHINGTON, THAT WAS MORE THAN TWC
YEARS AGO, AND HE HAS YET TO VISIT ME.

MUCH OF THE PROBLEM CAUSED BY LARGE CORPORATIONS STEMS
FROM THE NOTION THAT BEING "PERSONS” IN LAW, THEY ARE ENTITLED

TO THE PROTECTION OF THE 1UTH AMENDMENT,
IN 1873 THE SUPREME COURT HELD IN THE SLAUGHTER-HOUSE

CASES THAT THE 14TH AMENDMENT DID NQT APPLY TO' CORPORATIONS.
THAT THE WORD "PERSON” IN THE PHRASE "NOR SHALL ANY STATE
DEPRIVE ANY PERSON OF LIFE, LIBERTY, OR PROPERTY WITHOUT DUE
PROCESS OF LAW’~-WHICH WAS COPIED FROM THE FIFTH AMENDMENT--WAS
INTENDED TO PROTECT THE NEWLY EMANCIPATED SLAVES. “HE ARE
CONVINCED," sAID MR. JusTice MILLER, SPEAKING FOR THE COURT,
“THAT THE SOLE 'PERVADING PURPOSE’ OF THIS AND THE OTHER WAR
AMENDMENTS WAS 'THE FREEDOM OF THE SLAVE ACT'."



59

THE JUDGES OF THE COURT WERE CONTEMPORARIES OF CONGRESS
AND THE STATE LEGISLATURES ENACTING THE AMENDMENT AND, THERE-
FORE, FAMILIAR WITH WHAT THE AMENDMENT WAS INTENDED TO ACCOMPLISH,

~ In 1886, HOWEVER, IN THE FAMOUg CAsE--SaNTA CLaARA COUNTY V.
SQUTHERN PACIFIC RAILROAD, THE 14TH AMENDMENT WAS APPLIED TO
A!CORPORATION AND THE SUPREME COURT TO THIS DAY HAS SUSTAINED
TLIS VIEW, '

"1 SUBMIT THAT IF A CORPORATION IS TO BE ASSIMILATED TO A
NATURAL PERSON FOR PURPOSES OF PROTECTION UNDER THE l4TH
AMENDMENT, THEN ALL THE OBLIGATIONS INCUMBENT ON “NATURAL
PERSONS” OUGHT ALSO TO BE BINDING ON THE CORPORATION, AND,
SINCE THE CORPORATION ACTS THROUGH ITS OFFICIALS, THESE SHOULD
BE HELD PERSONALLY LIABLE FOR ILLEGAL CORPORATE ACTS. WOODROW
RILSON STATED THE ISSUE CLEARLY: i
! “] REGARD THE CORPORATION AS INDISPENSABLE TO MODERN
* BUSINESS ENTERPRISE, [ AM NOT JEALOUS OF ITS SIZE OR

MIGHT, IF YOU WILL BUT ABANDON AT THE RIGHT POINTS THE

FATUOUS, ANTIQUATED, AND QUITE UNNECESSARY FICTION WHICH

TREATS IT AS A LEGAL PERSON; IF YOU WILL BUT CEASE TO

'DEAL WITH IT BY MEANS OF YOUR LAW AS IF IT WERE A SINGLE
i INDIVIDUAL NOT ONLY, BUT ALSO--WHAT EVERY CHILD MAY

PERCEIVE IT IS NOT--A RESPONSIBLE INDIVIDUAL,”
I‘ HAVE HAD EXPERIENCE WITH CORPORATE BEHAVIOR WHICH BY A

"NATURAL PERSON” WOULD BE CONSIDERED ILLEGAL. IT SEEMS TO ME
THAT WHERE OFFICIALS OF A CORPORATION, ACTING FOR IT, COMMIT
THE CORPORATION TO ILLEGAL ACTS THEY SHOULD BE HELD PERSONALLY
ACCOUNTABLE, | CANNOT SEE HOW A CORPORATION CAN BE COMPELLED

92-529 0 - 82 - 5
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TO ACT AS A “RESPONSIBLE INDIVIDUAL,” TO USE WILSON'S PHRASE,
UNLESS THIS RESPONSIBILITY IS ATTACHED TO THE HUMAN BEINGS
WHO SPEAK AND ACT FOR IT.

] 'BELIEVE THAT SENIGR CORPORATE OFFICIALS CAN AND SHOULD
BE HELD RESPONSIBLE FOR THEIR ACTS. IN THIS REGARD THE DECISION
MADE BY THE SUPREME COURT IN THE PARKS CASE SEVERAL YEARS AGO
OFFERS SOME ENCOURAGEMENT. THE COURT HELD IN THAT CASE THAT
UNDER THE FoOD AND DRUG ACT SENIOR CORPORATE OFFICIALS COULD
NOT DENY RESPONSIBILITY FOR THE ACTIONS OF THEIR SUBORDINATES,
EVEN THOUGH THEY MAY HAVE HAD NO PERSONAL KNOWLEDGE OF THOSE
ACTIONS, THIS IS AKIN TO THE AGE-OLD MARITIME TRADITION WHICH
HOLDS THE CAPTAIN OF A SHIP RESPONSIBLE FOR THE LOSS OF HIS
SHIP, EVEN IF THE DIRECT CAUSE WAS AN ACT BY HIS SUBORDINATE.
| BELIEVE THAT THE PRINCIPLE ENUNCIATED IN THE PARKS CASE
NEEDS TO BE MADE A MATTER OF LAW APPLICABLE TO CONGLOMERATE
OFFICIALS.

UNDER THE CONGLOMERATE PHILOSOPHY, MANAGERS TEND TO BE
MEASURED STRICTLY IN FINANCIAL TERMS. A FOUNDER OF ONE OF THE
NATION'S LARGEST CONGLOMERATES EXPRESSED IT THIS WAY, “THE
EFFICIENCY AND EFFICACY WITH WHICH HE PERFORMS HIS JOB IS, IN
OUR SYSTEM, MEASURED BY THE PROFIT WHICH THE BUSINESSMAN
ACHIEVES FOR HIS ENTERPRISE.”

CERTAINLY THE PROFIT MOTIVE IS AND SHOULD BE THE DRIVING
FORCE IN THE CAPITALIST SYSTEM--THE FREE ENTERPRISE SYSTEM IS
BASED ON IT. HOWEVER, IN THEIR WORLD OF FINANCIAL STATEMENTS,
STATISTICAL REPORTS, STOCK CERTIFICATES, TENDER OFFERS, PRESS
RELEASES, AND SO ON, CONGLOMERATE MANAGERS OFTEN LOSE SIGHT
OF THE MEN, MATERIALS, MACHINES AND CUSTOMERS OF THE COMPANIES
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THEY CONTROL, PREOCCUPIED WITH REPGRTS AND NUMBERS RATHER

THAN PEOPLE AND THINGS, THERE IS A ﬂENDENCY TO OVERSIMPLIFY
OPERATING PROBLEMS AND THEIR SOLUTIONS, FURTHER, BY FOCUSING,
PERHAPS TOO STRONGLY, ON SO-CALLED BOTTOM LINE RESULTS, CORPORATE
OFFICIALS CAN GENERATE PRESSURES THAT CAUSE SUBORDINATES TO

ACT IN WAYS THEY WOULD NOT CONSIDER PROPER IN THEIR PERSONAL
BUSINESS, ’

UNDER PRESSURE TO MEET ASSIGNED CORPORATE PROFIT OBJECTIVES,
SUBORDINATES SOMETIMES OVERSTEP THE BOUNDS OF PROPRIETY--EVEN
THE LAW, THE CORPORATE OFFICIALS WHO GENERATE THESE PRESSURES,
HOWEVER, ARE HIDDEN BEHIND THE REMOTE CORPORATE SCREEN, AND
ARE RARELY, IF EVER HELD ACCOUNTABLE FOR THE RESULTS.

IN RECENT YEARS, SOME LARGE CONGLOMERATES HAVE SUBMITTED
GROSSLY INFLATED CLAIMS, TOTALING HUNDREDS OF MILLIONS OF
DOLLARS, AGAINST THE GOVERNMENT, THESE LARGE SO-CALLED OMNIBUS
CLAIMS DO NOT SHOW A CAUSE AND EFFECT RELATIONSHIP BETWEEN
ALLEGED GOVERNMENT RESPONSIBLE ACTIONS AND THE AMOUNT CLAIMED,
IN ESSENCE, A CONTRACTOR, FACED WITH A PROJECTED COST OVERRUN,
MAKES A LARGE CLAIM BASED ON GENERAL ALLEGATIONS THAT THE
GOVERNMENT 1S AT FAULT AND THEREFORE SHOULD REIMBURSE THE
CONTRACTOR FOR ALL HIS COSTS PLUS HIS DESIRED PROFIT--REGARDLESS
OF HIS PERFORMANCE ON THE CONTRACT,

THESE LARGE CLAIMS SEEM TO BE “BUILT BACKWARDS,” THAT
1S, THE CONTRACTOR ESTIMATES HOW MUCH HE WANTS AND THEN ASSIGNS
PEOPLE TO MAKE UP A CLAIM THAT WILL YIELD THAT AMOUNT. HERE
IS AN EXTRACT FROM A REPORT OF ONE INTERNAL COMPANY MEETING
IN WHICH EMPLOYEES WERE "INSTRUCTED HOW.TO PREPARE A LARGE
CLAIM:
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“DIvISION PLANNING WILL PROVIDE AN ESTIMATE OF MANHOURS
TO COMPLETE THE CONTRACT., THIS ESTIMATE WILL BE COMPARED
WITH THE ORIGINAL OF TOTAL MANUFACTURING MANHOURS TO DO
THE CONTRACT, AND THE DIFFERENCE WILL BE JUSTIFIED IN A
SALEABLE MANNER,
e
“MR, (X) STATED THAT (THE COMPANY) WOULD HAVE TO USE
THAT INFORMATION AND DATA WHICH WOULD SELL. ANY DATA
WHICH WOULD NOT SELL WOULD HAVE TO BE OMITTED.”
SOMETIMES THE CLAIMS ARE STRUCTURED SO THAT THE COMPANY COULD
APPEAR TO BE ACCOMMODATING BY SETTLING FOR A FRACTION OF THE
CLAIMED AMOUNT, WHILE STILL ACHIEVING THE DESIRED OBJECTIVE,
IN ONE CASE, THE GOVERNMENT REQUESTED THAT THE SENIOR CONTRACTOR
OFFICIAL CERTIFY THAT THE COMPANY'S CLAIM WAS CURRENT, COMPLETE,
AND ACCURATE. COMPANY OFFICIALS REPLIED HE WOULD DO SO ONLY
{F THE NAVY WOULD STIPULATE BEFOREHAND IN EFFECT THAT "CURRENT”
WOULD NOT MEAN "CURRENT,” "COMPLETE” WOULD NOT MEAN “COMPLETE”
AND "ACCURATE” WOULD NOT MEAN "ACCURATE.”
IN GENERATING INFLATED CLAIMS, SOME COMPANY OFFICIALS
MAY HAVE LOST SIGHT OF THE FEDERAL STATUTES WHICH PROHIBIT
THE PREPARATION AND SUBMISSION OF FALSE CLAIMS AGAINST THE
GOVERNMENT. [, ALONG WITH OTHER NAVY OFFICIALS, HAVE REPORTED
TO MY SUPERIORS NUMEROUS INSTANCES OF POSSIBLE FRAUD IN
CONNECTION WITH THESE INFLATED CLAIMS, THE NAVY HAS FORMALLY
REFERRED THE CLAIMS OF FOUR LARGE CONGLOMERATES TO THE JUSTICE
DEPARTMENT FOR INVESTIGATION. TO DATE ONE COMPANY HAS BEEN
INDICTED FOR FRAUD. ACCORDING TO THE PRESS, ANOTHER IS THE
SUBJECT OF A GRAND JURY INVESTIGATION, Two OTHERS ARE STILL
BEING INVESTIGATED BY THE JUSTICE DEPARTMENT,
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I BELIEVE THAT GROSSLY INFLATED CLAIMS OF THE TYPE RECEIVED
BY THE GOVERNMENT IN RECENT YEARS ARE TO SOME EXTENT AN OUT-
GROWTH OF THE CONGLOMERATE ENVIRONMENT, WHEREIN THE MANAGERS
OF SUBSIDIARIES ARE HELD TO PROFIT OBJECTIVES DICTATED BY THEIR
SUPERIORS AT CORPORATE HEADQUARTERS.

CONGLOMERATE OFFICIALS OFTEN RECEIVE BONUSES AND STOCK
OPTIONS, WHOSE VALUE DEPENDS ON THE PRICE OF THE COMPANY’S
STOCK, THE PRICE OF THE STOCK IN TURN IS INFLUENCED BY THE
COMPANY'S PUBLISHED PROFIT FIGURES AND OTHER FINANCIAL DATA.
THESE FIGURES ARE WIDELY ACCEPTED AS MAJOR INDICATORS OF MANAGE-
MENT PERFORMANCE AND CORPORATE FINANCIAL STRENGTH, A COMPANY'S
ABILITY TO MAINTAIN THE PRICE OF ITS STOCK, TO BORROW MONEY,

AND TO EXPAND, DEPEND ON CONVEYING A FAVORABLE IMPRESSION TO
THE PUBLIC THROUGH ITS FINANCIAL REPORTS., IN TURN, THE PUBLIC
RELIES HEAVILY ON THESE REPORTS IN DECIDING WHETHER TO BUY OR
SELL 5TOCK; EXTEND CREDIT, OR ENGAGE IN OTHER COMMERCIAL
TRANSACTIONS WITH A COMPANY,

WHILE PROFIT FIGURES MAY BE A CONVENIENT BASIS TO ASSESS ____
MANAGEMENT PERFORMANCE, THEY CAN BE MANIPULATED, PARTICULARLY
IN THE CASE OF LARGE CONGLOMERATES WITH THEIR VARIOUS BUSINESSES,

THROUGH "CREATIVE” ACCOUNTING, A LARGE CONGLOMERATE CAN
TAILCR ITS FINANCIAL STATEMENTS TO PRESENT A PICTURE QUITE
DIFFERENT THAN WARRANTED BY THE COMPANY’S PERFORMANCE,

o THE WELL PUBLICIZED LOCKHEED AND PENN CENTRAL CASES

DEMONSTRATE THAT LARGE CORPORATIONS CAN CONTINUE TO
 GENERATE OPTIMISTIC FINANCIAL REPORTS ALMOST TO THE
POINT OF BANKRUPTCY,
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For 1978, ONE LARGE CONGLOMERATE REPORTED RECORD
AFTER-TAX PROFITS TOTALING MORE THAN $100 MILLION,

THIS FIGURE, HOWEVER, WAS PREDICATED ON THE COMPANY
RECOVERING EIGHT TIMES THAT AMOUNT IN CLAIMS AGAINST
THE GOVERNMENT., HOWEVER, SIX MONTHS LATER, THE COMPANY
ENTERED INTO A CLAIMS SETTLEMENT AGREEMENT WHICH
ENTAILED WRITING OFF A $359 MILLION BEFORE-TAX LOSS.
ALTHOUGH THE REPORTED LOSS ON THIS CONTRACT EXCEEDED
THE CONGLOMERATE'S RECORD PROFITS REPORTED A FEW

MONTHS EARLIER, THE PRICE OF THE STOCK DOUBLED ON

NEWS OF THE SETTLEMENT, THIS RESULTED IN COMPANY
OFFICIALS MAKING LARGE PROFITS ON ANY STOCK THEY

MAY HAVE HELD., SIX MONTHS LATER THE COMPANY WAS ONCE
AGAIN REPORTING RECORD FOURTH QUARTER PROFITS.,

IN PRESSING FOR QUICK SETTLEMENT OF CLAIMS, THE
OFFICIALS OF ONE LARGE CONGLOMERATE REPEATEDLY TOLD
SENIOR DEFENSE OFFICIALS THAT THE COMPANY FACED HUNDREDS
OF MILLIONS OF DOLLARS IN POTENTIAL LOSSES IN ONE OF

"THEIR DIVISIONS INVOLVED PRIMARILY IN DEFENSE WORK,
YET, BY ASSUMING LARGE CLAIM PAYMENTS FROM THE
GOVERNMENT, THEY WERE, YEAR AFTER YEAR, REPORTING TO
THE PUBLIC INCREASING PROFITS--EVEN RECORD PROFITS--
FOR THIS SAME WORK,
ONE CONGLOMERATE, IN TAKING OVER A MAJOR DEFENSE
COMPANY, ARRANGED FOR IT TO WRITE OFF A $27 MILLION
LOSS FOR THE 8 MONTH PERIOD JUST PRIOR TO THE TAKEOVER--
THE FIRST LOSS IN MANY YEARS. FOR THE FOUR MONTHS
AFTER THE TAKEOVER, THE CONGLOMERATE REPORTED A $4
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MILLION PROFIT, THE FINANCIAL REPORTS AND PRESS
RELEASES CREATED AN IMPRESSION THAT THE TURNAROUNLC

WAS THE PRODUCT OF THE NEW CONGLOMERATE MANAGEMENT.

YET, EXCEPT FOR THE ASSIGNMENT OF & FEW FINANCIALLY
ORIENTED PEOPLE TO THE TOP JOBS, THERE WAS NG NOTICEABLE
CHANGE IN PERFORMANCE, BY AND LARGE THE WORK WAS DONE
BY THE SAME PEOPLE, FOLLOWING ROUGHLY THE SAME
PROCEDURES 'AS BEFORE THE TAKEOVER,

PUBLIC ACCOUNTANTS ARE EXPECTED TO ACT AS SAFEGUARDS
AGAINST UNRELIABLE FINANCIAL REPORTING, BUT THEY ARE UNDER
INTENSE PRESSURE TO GO ALONG WITH THE COMPANY'S ACCOUNTING
METHODS, LEST THEY LOSE THE ACCOUNT TO A COMPETITOR, MoRre-
OVER, PUBLIC ACCOUNTANTS CERTIFY ONLY THAT ALL IS IN ACCORDANCE
WITH SO-CALLED GENERALLY ACCEPTED ACCOUNTING PRINCIPLES--WHICH
IN PRACTICE IS A EUPHEMISM FOR "ANYTHING GOES.” As PETER

"

DRUCKER SAID: “..,ANY ACCOUNTANT WORTH HIS SALT CAN CONVERT
ANY PROFIT FIGURE INTO A LOSS OR VICE VERSA IF GIVEN CONTROL
OF THE ACCOUNTING DEFINITIONS ALL UNQUESTIONABLY 'WITHIN THE
LIMITS OF PRCPER ACCOUNTING PRACTICE,'”

SOME CONTEND THAT THE ENTRANCE OF A CONGLOMERATE INTO A
NEW MARKET THROUGH ACQUISITION OR MERGER TENDS TO STIMULATE
COMPETITION, IN FACT, THE FINANCIAL RESOURCES OF THESE
CONGLOMERATES PROVIDE THEM WITH AN UNFAIR ADVANTAGE OVER
COMPETITORS, THEY CAN AFFORD TO UNDERBID THEIR SMALLER
COMPETITORS--BIDDING AT A LOSS IF NECESSARY--IN ORDER TO CORNER
A LARGER SHARE OF THE NEW MARKET, IN THE SHORT TERM, THIS
MIGHT APPEAR TO BE COMPETITION, BUT IN THE LONG RUN IT IS
ACTUALLY ANTI-COMPETITIVE.
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CONGLOMERATES ARE SAID TO CREATE ECONOMIES OF SCALE.

BUT HOW CAN ECONOMIES OF SCALE 'RESULT WHEN CONGLOMERATES ACQUIRE
COMPANIES INVOLVED IN SUBSTANTIALLY DIFFERENT PRODUCTS? WHAT
ECONOMIES OF SCALE RESULT, FOR EXAMPLE, FROM THE COMBINATION

OF OIL, CATTLE, AND SHIPBUILDING BUSINESSES?

SOME CONTEND THAT THE VALUE OF CONGLOMERATES IS IN THEIR
ABILITY TO ACCUMULATE LARGE AMOUNTS OF CAPITAL FOR VARIOUS
BUSINESS VENTURES. THE HEAD OF ONE LARGE CONGLOMERATE HAS
PUBLICLY LIKENED THE ROLE OF HIS COMPANY HEADGUARTERS TO THAT
OF A BANKER, ALLOCATING MONEY TO SUBSIDIARIES. IT SEEMS TO
ME THAT CONGLOMERATES ARE NOT NECESSARY FOR THIS PURPOSE; THE
BANKING COMMUNITY IS ABLE TO DO THIS JOB. MANY OF THE COMPANIES
ACQUIRED, AND THOSE THAT ARE THE MOST ATTRACTIVE TARGETS FOR
TAKEOVER BY CONGLOMERATES, DO NOT REQUIRE THE FINANCIAL
RESOURCES OF A PARENT CORPORATION. THEY ARE ALREADY SUCCESSFUL
AND SO HAVE NO DIFFICULTY BORROWING MONEY FROM BANKS,
CONGLOMERATES OFTEN SIMPLY DIVERT MONEY FROM THE ACQUIRED
COMPANIES TO SUPPORT CONGLOMERATE OVERHEAD EXPENSES; TO FUND
NEW ACQUISITIONS; OR TO BAIL OUT THEIR LESS SUCCESSFUL VENTURES,
IN THE FREE ENTERPRISE SYSTEM, EFFICIENT COMPANIES SURVIVE;

THE INEFFICIENT ONES FAIL. CONGLOMERATES, IN ACTUALITY, TEND
TO DISTORT THIS PROCESS.

THE GREATEST MYTH ABOUT CONGLOMERATES IS THAT THEY PROVIDE
BETTER MANAGEMENT EXPERTISE FOR THE COMPANIES THEY ACQUIRE.
| BELIEVE THAT THE CONGLOMERATE STRUCTURE IS NOT CONDUCIVE TO
GOOD MANAGEMENT. WITH THEIR GROWTH HAS COME THE IDEA THAT
DETAILED KNOWLEDGE OF THE PRODUCT OR SERVICES IS NOT ESSENTIAL
TO THE SOUND MANAGEMENT OF A BUSINESS. MANAGERS OF CONGLOMERATES
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ARE OFTEN FINANCIAL AND ADMINISTRATIVE "EXPERTS,” WHO HAVE
BEEN. SCHOOLED IN MODERN MANAGEMENT TECHNIQUES, BUT WHO HAVE
" LITTLE KNOWLEDGE OR EXPERIENCE IN THE ENTERPRISES THEY MANAGE,

ToDAY'S MANUFACTURING AND ENGINEERING TECHNIQUES ARE
COMPLICATED, PROPER MANAGEMENT OF COMPLEX MANUFACTURING
REQUIRES DETAILED KNOWLEDGE AND THE INTUITION THAT GENERALLY
CAN BE DEVELOPED ONLY THROUGH YEARS OF EXPERIENCE IN THE
PARTICULAR TYPE OF WORK,

FOLLOWING A TAKEOVER, CONGLOMERATES NEARLY ALWAYS SEND IN
THEIR OWN MANAGERS TO RUN THE SUBSIDIARY., FOR THE MOST PART,
[ HAVE BEEN UNIMPRESSED BY THE PERFORMANCE OF THE ADMINISTRATORS
AND FINANCIAL EXPERTS THEY PLACE IN CHARGE., FOR EXAMPLE,
FOLLOWING THE TAKEOVER OF A MAJOR PRIVATE SHIPYARD, A LARGE
CONGLOMERATE DECIDED TO INVEST OVER $200 MILLION IN A PLANT FOR
COMMERCIAL WORK, ADJACENT TO AN EXISTING PLANT ALREADY FULLY
COMMITTED TO NAVY CONTRACTS, THE WORK TO BE PERFORMED AT THE
NEW FACILITIES COULD ONLY DRAW FROM THE SAME LABCR MARKET,

-AFTER THE EXPANSION, THE COMPANY WAS UNABLE TO ACQUIRE AND
TRAIN ENOUGH SKILLED WORKERS TO MEET ITS CONTRACT COMMITMENTS
TO THE NAVY AND TO ITS COMMERCIAL CUSTOMERS. MOREOVER, THE
COMMERCIAL BUSINESS DID NOT MATERIALIZE AS ANTICIPATED BY THE
COMPANY, To DATE, THE COMPANY HAS REPORTED SUBSTANTIAL LOSSES
ON THE NEW COMMERCIAL FACILITIES, HAD THE DECISION BEEN LEFT
TO THOSE EXPERIENCED AND KNOWLEDGEABLE IN THEIR BUSINESS, IT
IS UNLIKELY THE COMPANY WOULD HAVE UNDERTAKEN THE EXPANSION.
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EVEN IN CASES WHERE A CONGLOMERATE DOES NOT REPLACE THE
MANAGEMENT OF ACQUIRED COMPANIES, THE EXTRA LAYERS OF ADMINISTRA-
TION AND OVERHEAD EXPENSES TEND TO MAKE IT HARDER TO DO A
JOB, THE LOCAL MANAGER, ONCE TOTALLY IN CHARGE OF HIS OPERATICN,
1S NOW CONSTRAINED BY CORPORATE CONSIDERATIONS. As THE DISTANCE
GROWS BETWEEN THOSE WHO DO THE WORK AND THOSE WHO MAKE THE
DECISIONS, THE ABILITY OF LOCAL MANAGEMENT TO RESPOND TO PROBLEMS
DECLINES,

EXCESSIVE ORGANIZATIONAL LAYERING AND LONG-DISTANCE MANAGE-
MENT HAVE, FOR YEARS, BEEN A MAJOR IMPEDIMENT TO THE EFFICIENT
OPERATION OF THE DEFENSE DEPARTMENT, THE CONGLOMERATES ARE
HEADING IN THE SAME DIRECTION, THE RAPID GROWTH OF CONGLOMERATES
1S NOT SURPRISING, IN FACT, THE SIMPLE ACT OF ACQUIRING ANOTHER
COMPANY CONVEYS TO STOCKHOLDERS THE IMPRESSION OF VIGOROUS
MANAGEMENT AND GROWTH} EACH ACQUISITION GENERALLY OFFERS AMPLE
ACCOUNTING OPPORTUNITIES TO PRESENT A CONGLOMERATE'S FINANCIAL
CONDITION IN A DIFFERENT, AND MORE FAVORABLE LIGHT. GROWTH
OF THiS SORT TENDS TO ENHANCE THE PRICE OF STOCK HELD BY THE
ACQUIRING FIRM AND BY THE FIRM BEING TAKEN OVER--A CASE WHERE
THE WHOLE IS GREATER THAN THE SUM OF THE PARTS.

MANY PEOPLE THRIVE ON THE COMMISSIONS AND FEES THAT GROW
OUT OF CONGLOMERATE MERGERS, ACCOUNTANTS, LAWYERS, ECONOMISTS,
AND THE LIKE, BECOME SPECIALISTS IN BUYING AND SELLING BUSINESSES--
MUCH AS COMMODITIES TRADERS BUY AND SELL RAILCARS FULL- OF
MATERIAL THEY NEVER SEE., GROUPS OF EXPERTS ANALYZE POTENTIAL
" TAKEOVERS, STUDY THE TAX BENEFITS, ARRANGE THE FINANCING, PROCESS
THE NECESSARY PAPERNORK, AND HANDLE THE LEGAL PROCEEDINGS, THE
TAKEOVER OF ONE OF MY SUPPLIERS GENERATED MORE THAN $6.3 MILLION
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IN L%GAL FEES FOR ACQUISITION SPECIALISTS. OBVIOUSLY THESE
EXPEﬁTS HAVE A STRONG INCENTIVE TO PROMOTE CONGLOMERATION.

!THE GOVERNMENT ITSELF HAS CREATED AN ENVIRONMENT CONDUCIVE
70 TQE GROWTH OF CONGLOMERATES. THE TAX LAWS, FOR EXAMPLE,
FAVOR LARGE CONGLOMERATES. BY CONSOLIDATING FINANCIAL STATE-
MENTS, CONGLOMERATES ARE ABLE TO OFFSET THE PROFITS OF ONE
SUBSIDIARY WITH THE LOSSES OF ANOTHER, THUS REDUCING THEIR
TAXES. INDEPENDENT CORPORATIONS PAY TAXES ON DIVIDEND EARNINGS;
CONGQOMERATES PAY NO TAX ON DIVIDENDS FROM THEIR SUBSIDIARIES.

h AM A STRONG ADVOCATE OF THE FREE ENTERPRISE SYSTEM, [
AM CONCERNED, HOWEVER, THAT IT IS NO LONGER FREE AND IS BECOMING
INCREASINGLY LESS ENTERPRISING, CONGLOMERATE OFFICIALS OFTEN
PLAY UP THE RISKS OF PRIVATE ENTERPRISE. BUT THE RISKS THEY
TAKE ARE NOT NEARLY SO GREAT AS THOSE OF AN ORDINARY CITIZEN
WHO INVESTS HIS OWN SAVINGS IN A BUSINESS, THE RISKS THESE
OFFICIALS TAKE IS WITH OTHER PEOPLE'S MONEY, [NSURANCE POLICIES
PAID FOR BY THE CORPORATION GENERALLY PROTECT THESE OFFICIALS
FROM ANY PERSONAL LIABILITY, THE PRIMARY RISK THEY TAKE IS
THAT éF KEEPING THEIR JOBS. YET, EVEN WHEN AN EXECUTIVE IS
DROPPED FROM HIS JOB, HE IS USUALLY FINANCIALLY SECURE FOR THE .
REST OF HIS LIFE THROUGH SPECIAL RETIREMENT PROVISIONS OR
CONSULTANT AGREEMENTS, CONGLOMERATE MANAGERS TEND TO FOCUS ON
THE SHORT TERM. THé OPTIMIZATION FORMULAS THEY ARE TAUGHT IN
BUSINESS SCHOOL TEND TO PUSH THEM IN THIS DIRECTION, PERHAPS
T0 THﬁ DETRIMENT OF THE LONGER RANGE INTERESTS OF BUSINESS AND
SOCIEﬁY. LARGE CONGLOMERATES, FOR EXAMPLE, HAVE CONTRIBUTED
GREATLY TO OUR WASTEFUL CONSUMPTION OF NATURAL RESOURCES,

PARTICULARLY ENERGY,
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CONGLOMERATES ARE MAKING A MAJOR EFFORT TO WIN PUBLIC
CONFIDENCE, WE HAVE ALL SEEN THEIR ADVERTISEMENTS PROMOTING
THE CORPORATE VIEWPGINT ON SOCIAL AND ECONOMIC I1SSUES, AT
TIMES THESE ADVERTISEMENTS ARE NEXT TO THE EDITORIAL PAGE OF
NEWSPAPERS, THUS CONVEYING AN IMPRESSION THAT THE NEWSPAPER
SUPPORTS THESE VIEWS. OF COURSE, MANY OF THE NEWSPAPERS
THEMSELVES ARE OWNED BY CONGLOMERATES AND THEREFORE MANAGEMENT
MAY HAVE VIEWS SIMILAR TO THOSE OF THEIR ADVERTISERS, THIS IS
ANOTHER AREA IN WHICH THE OLD ADAGE APPLIES: “WHOSE BREAD |
EAT, HIs sonG I sInG,”

IN THIS SAME VEIN, SOME CONGLOMERATES CONTRIBUTE LARGE
SUMS TO CHARITIES AND NON-PROFIT ORGANIZATIONS. [T IS IMPORTANT
TO BEAR IN MIND, HOWEVER, THAT THESE COSTS ARE PASSED ON TO
THE CUSTOMERS OR SUBSIDIZED BY THE GOVERNMENT THROUGH TAX BREAKS,
IT 1S ALSO WORTH REMEMBERING THAT A $20 MILLION CONTRIBUTION
FROM A $32 BILLION A YEAR CONGLOMERATE IS EQUIVALENT TO A $20
GIFT FROM A PERSON WITH A $32,000 A YEAR SALARY, [ CANNOT HELP
WONDERING WHY THEY ARE INVOLVED IN THESE ADVERTISING CAMPAIGNS
AND WHY, IF THE CONGLOMERATES ARE SO GCOD FOR THE GOUNTRY, HAVE
WE FACED INCREASING ECONOMIC AND PRODUCTIVITY PROBLEMS DURING
THE PERIOD OF THEIR INCREASING DOMINANCE?

I UNDERSTAND THAT THE JusTICE DEPARTMENT, THE FEDERAL
TRADE COMMISSION, AND THIS COMMITTEE, ARE CONSIDERING LEGISLATION
DESIGNED TO PLACE LIMITS ON FUTURE CONGLOMERATE MERGERS AND
ACQUISITIONS, | AGREE WITH PLACING LIMITS ON FUTURE CONGLOMERA-
TION, 1 DO NOT AGREE THAT THIS WOULD BE ENOUGH HOWEVER. THERE
MUST ALSO BE ADDITIONAL CONTROLS PLACED ON EXISTING CONGLOMERATES.
SPECIFICALLY, | RECOMMEND THAT LEGISLATION BE PASSED TO ACHIEVE
THE FOLLOWING:



71

¢ MAKE CORPORATIONS RESPONSIBLE FOR THE ACTIONS AND
OBLIGATIONS OF THEIR SUBSIDIARIES, CUSTOMERS SHOULD
HAVE LEGAL RECdURSE AGAINST THE PARENT COMPANY FOR
THE OBLIGATIONS AND LEGAL COMMITMENTS OF ITS
SUBSIDIARIES, THIS LIABILITY SHOULD APPLY TO ANY
COMPANY WHICH HAS A CONTROLLING INTEREST IN ANOTHER.

o MAKE MANAGERS OF CONGLOMERATES AND OTHER
CORPORATIONS LEGALLY RESPONSIBLE FOR ANY ILLEGAL
ACTS INVOLVING THEIR COMPANIES, INCLUDING THOSE OF
SUBORDINATES, IF THOSE OFFICIALS KNEW OR SHOULD HAVE
KNOWN OF THESE ACTS,

o ESTABLISH EFFECTIVE GOVERNMENT CONTROLS OVER THE
INVOLVEMENT OF LARGE CORPORATIONS IN INTERNATIONAL
AFFAIRS,

¢  PROHIBIT ALL ACQUISITIONS AND MERGERS BY COMPANIES
WITH MORE THAN $100 MILLION IN SALES OR TOTAL ASSETS,
OR WHICH WOULD RESULT IN A COMBINED COMPANY WITH
SALES OR TOTAL ASSETS OF OVER $100 MILLION, UNLESS
IT-COULD BE DEMONSTRATED TO THE SATISFACTION OF BOTH
THE ATTORNEY GENERAL AND THE CHAIRMAN OF THE FEDERAL
TRADE COMMISSION THAT SUCH MERGER OR ACQUISITION WOULD
HAVE THE PREPONDERANT EFFECT OF ENHANCING COMPETITION,

ALTHOUGH | HAVE BEEN CRITICAL OF SOME CURRENT TRENDS iN

BUSINESS, | AM NOT HOSTILE To BUSINESS. |

ENTERPRISE AND THE CAPITALIST SYSTEM, No OTHER SYSTEM OFFERS

BELIEVE IN FREE

AS MUCH OPPORTUNITY FOk INDIVIDUAL FREEDOM AND ACCOMPLISHMENT.
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THEODORE ROOSEVELT WAS THIS NATION'S FOREMOST PROPONENT
OF RUGGED INDIVIDUALISM, AND A STRONG ADVOCATE OF BUSINESS.,
BUT HE SENSED THE GROWING CYNICISM AMONG ORDINARY CITIZENS
TOWARD A GOVERNMENT THAT PERMITTED ONE LAW TO EXIST FOR POWERFUL
CORPCRATIONS AND ANOTHER FOR INDIVIDUAL CITIZENS. HE RECOGNIZED
THAT CORFORATE LAWLESSNESS UNDERMINED THE VERY FOUNDATION OF
DEMOCRACY AND IT WAS IN THIS SENSE THAT HE ENGAGED IN HIS
FAMOUS BATTLES WITH THE “MALEFACTORS OF GREAT WEALTH.”
BUSINESSMEN COMPLAIN THAT OVERREGULATION BY GOVERNMENT
INHIBITS THEIR FREEDOM AND ACCOMPLISHMENTS, YET IT IS THE VERY
ACTS OF SOME OF THEM THAT HAVE MADE THE REGULATION NECESSARY,
ADGLF BERLE MADE THE PERCEPTIVE OBSERVATION THAT WHEN BUSINESS
THREATENS TO ENGULF THE STATE, IT FORCES THE STATE TO ENGULF
BUSINESS,
WHAT | HAVE RECOMMENDED TODAY IS NOT THE ENGULFMENT OF
BUSINESS BY THE STATE. RATHER IT IS RECOGNITION THAT UNLESS
WE ACT NOW TO RELIEVE SOME OF THE TENSIONS, THE COMMERCIAL
INSTITUTIONS THEMSELVES WILL.BE JEOPARDIZED. THE PUBLIC MAY
APPEAR APATHETIC TO THE RAPID GROWTH OF THE LARGE CONGLOMERATES.
BUT FEW ARE IN THE POSITION TO FULLY APPRECIATE THEIR IMPACT.
THEREFORE, IT 1S UP TO CONGRESS TG TAKE THE INITIATIVE.
IF CONGRESS TRULY WANTS TO SAFEGUARD OUR FREE ENTERPRISE SYSTEM,
IT WILL HAVE TO TAKE STEPS TO CURTAIL THE INCREASING CONCENTRA-
TION OF MONEY AND POWER IN THE HANDS OF THE FEW WHO CONTROL
THE CONGLOMERATES,
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THIS SPEECH REFLECTS THE VIEWS OF THE

AUTHOR AND DOES NOT NECESSARILY REFLECT THURSDAY, JUNE 18, 1970
THE VIEWS OF THE SECRETARY OF THE NAVY

OR THE DEPARTMENT OF THE NAVY

ACQOUNTING PRACTICES - DO THEY PROTECT THE PUBLIC?

by

Vice Admiral H. G. Rickover, U.S. Navy
at the
Federal Government Accountants Association
19th Annual National Symposium .
Carillon Hotel, Miami Beach, Florida
Thursday, June 18, 1970

I welcome the opportunity to address your Association.

I have sare definite views related to the theme of your Symposium
"Prologue to Progress: Let the public service be a proud and lively career,"
especially as it applies to the federal accountant.

It is my view that the accountant, particularly the federal accountant,
must accept a greater responsibility for the public well-being.

I am a Naval Officer and an engineer, not an accountant. My interest
in accounting stems from my experience in managing technical programs for
concern as an interested citizen. It also stems fram the fact that the
funds I am given are limited and must be expended as econamically as possible
or we will have fewer ships to protect our country. Added to this is my
knowledge, based on much experience, that without the active help of acocount-

ants, I cannot do my job efficiently.

Copyright 1970, H. G. Rickover
No.permission needed for newspaper or news periodical use.
Above copyright notice to be used if most of speech reprinted.
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For over 20 years I have been responsible for'designing, procuring,
corstnlctmg and maintaining the nuclear plants in ocur nuclear-powered
warships. I was also responsible for the design and constructicn of the
Shippingport Atamic Power Station, the first full-scale central station
nuclear power plant in the United States. Managing civilian and military
programs has afforded me a unique opportunity to assess the contributions
as well as the deficiencies of federal accounting, particularly as they
relate’ to goverrment dealings with industry.

Professional societies in all disciplines must, I believe,be more active
in looking out for the public mterast A year ago I made this same point
in an address to the American Society for Metals. I questioned whether
industrial safety codes developed by private industry asslociatims were
adequate to prevent injury to the public health and well-being. I asked,
"who protects the public?” The same question applies here. Who protects
the public in accounting matters?

Today cur nation faces many difficult prcblems. Our cities are crowded

and run-down. We are using up our natural resources at a prodigious rate.

We have polluted our water supply and the air we breathe. The ecological
balance is threatened. )

The ever-increasing concentration of economic power in giant corporations
threatens our competitive econamic structure. In a number of basic items,
our industrial society is no longer competitive in world markets. Balance
of ‘payments deficits are a recurrent worry. Many of our institutions have

grown so large, they are almost unmanageable. For example, the Department
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of Defense today is larger than the entire federal goverrment was in 1939,
and federal employment has tripled since then. Inflation and cost overruns
are plaguing military programs. The public has lost confidence in military
procurement. The words "econamy in Goverrment" have lost significance.

Can the federal government accountants solve all of these prablems?
Gbviously not. But the point I want to make is that you could make a
greater contribution than you have in the past.

I am encouraged that your agenda includes panel discussions on three
topics relating to current problems in defense procurement: uniform cost
accounting standards, mplenentat.xon of the Truth-in-Negotiations Act,
and profits on defense contracts. The problems in each of these areas
relgte directly to your professional accounting responsibilities as well
as your responsibilities to the public. R

The role of the federal government has expanded over the years. Today
the government affects the economic climate in which almost every industry
operates. It regulates banking, commmications, broadcasting, transportation,
and utilities. ‘It subsidizes fam;ing, shipping, airlines, large and small
business. "It spends $60 billion a year through goverrment contracts. It
collects over $200 billion a year in incame taxes, social security taxes,
excise taxes, and so forth. It greatly influences education, health and
welfare, scientific research and develogment-—every aspect of national life.

The growth of large industrial and financial corporations has paralleled
the growth of the federal government. Years ago, the typical business unit

was a small, local establishment with a single cwner. But for the past

92-529 0 - 82 - 6



76

one hundred years, the history of industrial development in the United States
is largely the story of the growth of large corporations. The advantages

of the corporation as an instrumentality for the conduct of business in a
free enterprise system have resulted in its phenamenal growth in the

United States. The reality is that a new econamic order is emerging,
characterized by large industrial organizations that maintain a partnership
between themselves and government.

.. It ‘may be that in this rapidly spiraling scientific and technological
age th}ls is the best way to marshal our resources, both for national
security and for optimum economic-use of resources and manpower. If this
is so, a great responsibility rests on all of us to see that these giant
org;nizaticns do not beccme, in effect, a fourth branch of government-—-a
fourth branch, but without the accountability to the public that is the
distinguishing mark of a democracy.

For. if the tendency of the federal bureaucracy to make accommodatians
with industrial corporations is not properly controlled, we will, in effect,
have a fourth branch of government, where men exert power without political -
responsibility. This constitutes a threat to our democratic society and
makes it imperative that the federal accountant do his job properly, since
it is his responsibility to make relevant facts visible and to show the
financial consequences of management actions. It is therefore essential
that accounting be accurate in a total sense—that it be meticulous in

.portraying facts as they are, not as sameone wants them to be. ILord
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Kelvin once said:

"when you measure what you are speaking about, and express it in

nurbers, you know samething about it; but when you cannot measure

it, when you cannot express it in mmbers, your knovledge is of

a meager and unsatisfactory kind."

It is the accountant's job to insure that the relevant facts are expressed
in the right nunbers.

As our nation has grown, this role 6f the accountant, both in government
and out, becames more and more important to the public and to those responsible
for the management and supervision of our large industrial and governmental
institutions.

Govermment, the public, and industry management look to the acoountant
for objective reports. They want differences in accounting figures to
reflect real differences. They want timely and responsive reports containing
reliable information so that they may be able to judge efficiency. This
cannot be achieved unless there are definitive rules and standards for
reporting costs.

The difference between operating with and without definitive accounting
rules is like the difference between a man who has fallen into the water
and a man who is bathing--both have to swim, but one does it frantically
from necessity and the other deliberately from choice.

It is the responsibility of accountants,and particularly of federal
acoountants, to establish proper standards. In my opinion the federal
accountants have not, as a group, met their public responsibility in this

regard. Consider first the current situation in defense contracting. The
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Department of Defense spent over $40 billion for military procurement in
1969. Of this amount, about $4 billion was spent in formally advertised,
competitive contracts and the remainder, $ 36 billion, in negotiated procurements--
procurements which are not truly campetitive. Of the $36 billion in
negotiated procurement, $24 billion was spent under sole-source contracts;
$12 billion in contracts involving only limited campetition among two or
sometimes three bidders.

Under these circumstances supplier costs are bound to be the primary
consideration in determining contract prices. The government is however,
campelled to rely almost entirely on the contractor's estimates and cost
records for data to determine the reasonableness of the prices he demands.

I find that it is virtually impossible, without spending months
zeconst;ruct'_ing each supplier's books, to discover what it really costs to
manufacture defense equipment or how much profit contractors actually
make in producing it. The problem is the extreme variability of accounting
practices—the lack of uniform standards. Costs on some contracts are not
oconsidered as costs on other contracts. Contractors price contracts under
ane accounting system, yet charge their costs under a different accounting
system. On most defense contracts there is no requirement that the
contractor keep meaningful cost records. In these circumstances, it becames
virtually impossible to determine true costs.

I first raised the issue of cost accounting standards for defense
cont.;:acrs before Congress in 1963. Each year thereafter I testified before

Congressional cammittees about the sericus need for such standards. Finally,
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in 1968, the House of Representatives passed a bill requiring the development
of \mifon? cost accounting standards for defense contracts. Even at that
late date‘the accounting profession gave little heed to the problem.

In tl';xe 1968 Senate hearings on the House Bill, the Department of Defense
clained that adequate standards already existed. The General Accounting
Office hedged and attempted to side-step the issue. The American Institute
of Certified Public Acocountants opposed the bill. Financial executives of
campany after campany in the defense industry went on record against the
bill.

In all the accounting profeésion, only Mr. J. S. Seidman of Seidman
and Seidran, Certified Public Accountants, testified to the selfious need

for cost accounting standards. The federal government acoountants were

conspicucus by their silence. As a result, the bill that emerged from
Congress in 1968 required only that the General Accounting Office study the
matter.

After studying it, the GAO agreed that uniform cost accounting standards
are both feasible and necessary. Mr. Staats, the Comptroller General, in
testimony before the Senate Banking and Currency Committee, stated that he
believed fum.form cost accounting standards would result in a s‘ubstantial
saving oé public funds, My own estimate is about $2 billion a year.

Induistry, of course, strongly opposes uniform cost accounting standards.
It is l@ymg to weaken, frustrate, or if possible kill uniform cost

accounting legislation. To hear industry tell it, uniform cost accounting
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To paraphrase Oscar Wilde's famous quip about the death of Little
Nell in Dickens' 0ld Curiosity Shop a man would have to have a heart of
stane to read their stories without laughing. Industry naturally does not
1ike uniform cost acoounting standards. It would like to continue the
system whereby it can nationalize its losses and privatize its gains.

To date this lobbying has been effective, aided to a considerable
degree by the reluctance of federal accountant$, particularly the General
Accounting Office, to take the initiative in establishing such standards.
Several years ago, the General Accounting Office testified to Congress that
someone other than they should conduct the study of uniform acoounting
standards. Ultimately, Congress had to direct- it to make the study.

Now the study is camplete and the need for uniform cost accounting
standards well established. However, the GAO—-legally the most authorita-
tive accounting group in government--has once more testified that same
group other than itself should be given thé job of setting these standards.

That office took a similar position when the Joint Economic Committee
asked it to study defense profits. The Camptroller General said it was
not his job; scmeone else should do it-—sameone outside government--or
industry might not cooperate.

One excuse given by the GRO in backing away from sensitive issues has
been that it lacks the legislative authority to do the jdb. Yet its charter
is extremely broad. Here is an extract:

“The Camptroller General chall investigate at the seat of Government’
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or elsewhere, all matters relating to the receipt, disbursement,
and application of public funds, and shall make to the President
when requested by him and to Congress at the beginning of each
regular session, a report in writing of the work of the General
Acocounting Office, containing recommendations concerning the
legislation he may deem necessary to facilitate the prampt and
accurate rendition and settlement of accounts and concerning such
other matters relatmg to the receipt, disbursement, and applica-
tion of public funds as he may think advisable. In such regular
mmrt,orinaspecialreportatanytinewhgn&mgressisin
session, he shall make recammendations looking to greater economy
or efficiency in public expenditures.”
mm, the Budget and Accounting Procedures Act of 1950 states:
“The Camptroller General *** shall prescribe the principles,
standards, and related requirements for accounting to be
observed by each executive agency ***"
With such charters, the General Accounting Office has adequate authority
to get into virtually all aspects of government operations. The office
could, in a sense, became the conscience of our government; it could
also became a center of excellence, a locus of discontent. However, it has
waited for others to take the lead in these fundamental issues.
This characteristic is not peculiar to the General Accounting Office
aln;-ne. I see it in the conduct of other groups of federal accountants as
well. So in considering the matter of uniform cost acoounting standands,
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the question keeps occuring to me: Where have the federal accountants
been all these years? Why haven't they raised the issue long ago? Whose
job is it to see that adequate accounting standards exist to protect
public funds? Is it.among the duties of a naval officer? Is it the job
of Congress?

Take ancther area—renegotiation of govermment contracts.

Renegotiation as it is presently carried ocut cannot be effective.
Because of exenptions in the law, large blocks of defense work are not
even covered by renegotiation. Moreover, the Renegotiation Board uses
Internal Revenue Service accounting rules for cost and profit determinations.
Any accountant knows that Internal Revenue Se.wme rules were not designed
for cost accounting and that they are inadequate for the purpose. The
a;;érent standard is no standard at all. Industry can report, for
renegotiation purposes, almost whatever profit it chooses.

Time and again I find that cost and profit figures reported by
contractors differ substantially from the figures found subsequently by
government audit. Yet the Board accepts these industry reports at face
value, without even auditing them. Its staff has been kept so small that
the Board, even had it wanted to, could not have closely checked contractor
reports.

Thus, we have the semblance but not the substance of effective
renegotiation. Uniform cost accounting standards are fundamental to making
;:ernegotiatim an effective process. The public does not understand this.

Nor are most members of Congress fully aware of this need.
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Imagine what would happen if the Internal Revenue Service started
accepting t'ax returns at face value. The tax collection system would not
be effective or equitable. Yet the Renegotiation Board has been accepting
renegotiation statements at face value for years.

There are other loopholes in the renegotiation process. For example,
the Renegotiation Act permits a cantractor to average profits over all
his business. The growth of conglamerates in recent years has made this a
significant loophole. 1In 1951, when the Renegotiation Act was passed,
most of the Navy's major private shipbuilders were independent companies
devoted chiefly to shipbuilding, and with their own corporate managements.
They had to file profit statements on their shipbuilding activities with
the Renegotiation Board. But today, most of these shipbuilders have
become divisions or subsidiaries of giant conglamerates. Electric Boat
Company is now a division of General Dynamics Corporation; Ingalls Ship-
building Company a division of Litton Industries; Puget Sound Bridge &

Dry bock Company a division of Lockheed Aircraft Campany; Avondale Shipyard

a division of Ogden Corporation; and the Navy's largest private shipbuilder,

Newport News Shipbuilding and Dry Dock Company, has now been taken over by
__Tenneco. e T

Consequently the Renegotiation Board no longer gets a direct look at
the profits_ earmed by the Navy's shipbuilders. The Board may review the
defense profit of the conglarerate, but that figure merely rofiacts the

t(:)tal profit on all its defense contracts. The goverrment has 2ifectively

lost its ability to check against excessive profits on shi
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The rules established for renegotiation in 1951 are simply not
adequate today. We must have accurate financial reports to make the
system work. T should think federal accountants would be deeply
concerned with this problem since it so deeply affects the public interest.

Other areas of goverrment activity besides renegotiation have been
adversely affected by the trend toward large conglomerates.

' These continuing mergers of large corporations present a number of
problems in connection with their defense work. .Besides having to pay
the normal operating costs of the division actually performing government
work, the goverrment now has additionally to pay a tax in the form of

a corporate general and administrative expense rate levied by the parent
company on its division——hence on the govermment. Therefore, the cost of
goverﬂnent work goes up. It is not clear to me what value the government
gets for the additional cost. I am involved in one case where the major
portion of the general and administrative tax levied on government work
consists of interest expense. on the debt incurred by the conglamerate in
acquiring the company.

<

- These mergers tend to result in what might be cali%d__‘lgogl_mg of

inefficiencies". experience is' that conglamerate managements generally
do not much concern themselves with improving efficiency of the campanies
they acguire. Rather, théy concentrate most of their efforts in seeking
ways to eke out more cash or profits fram the business. Much effort goes
intlo locking at ways to reduce the company's investment in facilities and

inventories, even if this results in higher operating costs. Since most
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defense procurement is non—competitive, defense contractors are usually
able to pass these higher operating costs directly anto the goverrment.
Under Department of Defense rules for determining profit as percentage

of costs, the higher the operating costs, the higher the profits.

Another problem concerns depreciation costs. Suppose Company A has
a plant making defense equipment. Company A is then merged into a cong-
lomerate. The goverrnment, in the price of its contracts, has absorbed much
of Company A's depreciation expense. However, under current accounting
rules for acquisitions by purchase, the conglarerate may revalue Company
A's fixed assets to a new higher value--a so-caJ_'Led "fair market value"--
as part of the merger. Campany A is then able to write off on goverrment
contracts more than it paid originally for the plant. It can charge the
government higher depreciation costs for the very same plant, even though
the anly "improvement” is a new name over the door. '

Conglamerate mergers have been thriving for over 20 years, aided by
loose accounting rules and practices. The question is whether these loose
rules and practices are in the public interest. Today two campanies may
merge without any recognition of a gain or loss in the transaction——even
if there is a large gain for one of the campanies. I understand that
the Accounting Principles Board will be meeting in the near future to
consider new standards to> restrict certain aspects of accounting for mergers,
but the situation has been allowed to go on far too long.

. There are other illustrations indicating that you, as federal government
accountants, have been dilatory in facing up to problems affecting the

public interest.
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Recently, I read that banks, unlike other industries, have not been
required to show losses on loans--or gains and losses on security trans—
actions--in their net income figures. So for years banks have reported
incame figures higher or lower than their actual income.

The Federal Trade Cammission, to put it mildly, has been slow in facing
up to the issue of whether campanies should be required to report costs
and profits by product lines. The Securities and Exchange Commission——
although it has extensive statutory authority over security issuers'
accounting methods--has been less than avid in requiring conglamerates to
report profit and other financial information regarding the operations of
major divisions or subsidiaries. The Interstate Commerce Cammission has
also managed to avoid getting involved in these disagreeable matters. In
1960, it ruled that public statements had to conform to a uniform system
of accounts. But two years later, the Camnission rescinded this rule and
authorized carriers to issue public statements based on "generally accepted
accounting principles."”

In all these cases federal agencies and federal acocountants could have
been more effective in making certain that the public gets relevant andr
adequate financial information.

The Truth-in-Negotiations Act is another case where federal government
accountants have not been adequately protecting the public. You have
scheduled a panel discussion on the subject. I hope you will con;ider
two major points: First, what positive action will your organization take

to pranote full campliance with the spirit and the letter of the Act?
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Second, why have the federal government accountants stood by in silence
during the eight years the Truth-in-Negotiations Act has not been complied
with?

The Act was passed in 1962. It has not yet been fully implemented.
For example, I found recently that our major shipbuilders had not yet
-carried out its provisions. Steel campanies, the forging industry, the
computer industry, and other material suppliers all refuse to provide
the cost and pricing data required by the Act. These are merely the
industries where I have had first hand experience. I understand there
are others that ignore the Truth-in-Negotiations Act.

Since your own membership would not raise these issues, I decided to
do so myself. I investigated and reported that our shipyards were not
camplying with the Truth-in-Negotiations Act; I reported that cost and
pricing data are not being cbtained fram steel manufacturers. In the
past year I referred four specific sole-source forging procurements to
higher authority for resolution because none of the four suppliers involved
would camply with the requirements of the Truth-in-Negotiations Act.

The refusal of industries and companies to comply with the Act is
commen knowledge among people working in the field. I am sure the examples
I have given came as no surprise to you.

Defense procurement officials, however, profess ignorance. They have
officially stated that they are unaware of any serious problem in implementing

the Truth-in-Negotiations Act. Apparently federal accountants have not

been remorting oroblems en 3 iz i1 o b At
rting provliems encountered in inplementing the t.

been r
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Congress has been led to believe that the Truth-in-Negotiations Act
has been an effective safequard against overcharging. In truth,
however, in the case of a large number of favored companies and industries,
it is not being applied at all.

I believe that federal accountants should be playing a major role in
settling the long standing controversy over profits on defense contracts.
The issue is simple: the Defense Department pays out billions of dollars
each year in profits to defense contractors. My experience has been that
in many cases defense profits are too high; that in the public interest
we should know exactly how much profit each contractor makes on his defense
work.

On the other hand, the Department of Defense and industry contend that
defense profits are low. Yet they will not set up a profit reporting system
that would reveal factual data on defense profits.

Instead they have tried to assuage public concern with estimates of
defense profits based on questionnaires, surveys, stockholder reports,
volunteered information, Renegotiation Board data, and the like. Studies
by the Logistics Management Institute--studies financed by the Department
of Defense--have been the most publicized of these estimates.

These estimates are then used to support the Defense Department and
industry position that on the averaée, defense profits are low. Any
accountant however recognizes the hazards of averages. I am reminded of
the six-foot tall traveler who had been told that the river he was about to

cross had an average depth of three feet. He drowned, a victim of averages.
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The public, members of Congress, and government officials receiving \“;
these profit studies tend to accept the information at face value, not
understanding how easy it is to conceal serious problems in averages and

that, in the absence of definitive accounting standards, contractors can

report whatever profit figures will suit their purpose. The fact is that no
one in government knows how much profit is actually being made on defense
contracts.

In case after case you will find companies changing their accounting
system, for changing asset valuation, or changing their method of depreciation
to show !a different overall profit figure. They have great flexibility in
dec:.dmg! how to assign costs and profits between defense and non-defense
work. No one ever checks the details. Such checks would be of limited
value anyway because of the absence of definitive accounting standards.

Just a week a;;o, a large conglamerate--one of the nation's largest
defense contractors--announced that the campany was considering changes to
its 1969 financial statements. The campany stated:

“These [changes] include some accounting entries involving a change

to Tn expense basis of accounting in one division, which became a

d1a:if'ge to incame of $10 million, and another change in the reserve

forgdepreciation of another division, which became a credit of $13
millicn, and other miscellaneous items."
This shows the flexibility they have in accounting matters.

Mr. Peter Drucker, the management expert, stated the issue succinctly

when he said: "Far too few management scientists...realize that practically

every single definition of accounting is based on assumptions of high
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metaphysical content--and that any accountant worth his salt can convert
any profit figure into a loss figure, or vice versa, if given control of
the accounting definitions, all unquestionably within the limits of the

proper accounting practice.”

All of you no doubt recognize the prcblem. But is it not your
professional responsibility to make goverrment and the public aware of. it?

There is another aspect to the question of profits on defense contracts.
- Industry's accepted criterion for profitability is return on investment.
But the defense procurement regulation is based on camputing profit as a
percentage of cost. )

The effect of this regulation is to discourage efficiency. Since
campetition in the defense industry is limited, contractors who increase
t.hei;r efficiency may, in the long run, actually lose profit under the
present system. If it costs $100 to do a job and the prevailing profit
paid under Department of Defense guidelines is 10 percent, the contractor
will get $10 profit every time he does that job. If he cuts his costs to
$90, he will get only $9 profit in the future. Thus, contrac.tors get higher
profits in the long run by keeping costs up. So they have little incentive
to invest in facilities and in new machine tools which could make defense
work more efficient and less costly. There is instead a strong incentive
to maintain minimm investment with the highest possible cost base for
determining profit.

. This is a problem apparent to federal government accountants. I

believeyouhaveadutytornakeit}modntothegcvarmmtandthepublic.
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In case after case I dbserve federal accountants letting others take
the lead in the very area where you should have been pioneers protecting
the public. Take the issue of uniform cost accounting standards which is
neither-new nor revolutionary. This concept has existed in Continental Europe
for years.

In the early 1920's the Geman professor Eugene .Schmalenbach was
frustrated by his inability to make accurate comparisons of the financial

data made available by different camwpanies. His Mcdel Chart of Accounts

laid the foundation for the subsequent development of uniform accounting
in Germany and in other Eurcpean countries.

Today, uniform plans of. accounts are used in Germany for more than 100
applications. These plans range from simple classifications for individual
proprietorships and tradesmen to camplex uniform plans of accounting for

large industrial enterprises. In France, the official General Accounting Plan

has been mandatory since 1947 for publicly owned enterprises and for firms
receiving government subsidies. Other European countries have similar plans.
Yet in our country the notion of uniform accounting standards has been viewed
by accountants, .including federal accountants, as an heretical idea.
Accountants in this country have been slow to face up to other aspects
-of ‘their public responsibility as well. Until 40 years ago they recognized

no legal or professional responsibility to anyone other than the immediate

. client.. The 1931 court decision in the case of Ultramares Corp. v. Touche,
Niven & Co. upheld this point of view., A creditor, relying on an accountant's

certification of the corporation's financial statements, lent money to a

92-529-0 - 82-- 7
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small corporation. The corporation went bankrupt within a few months.

The creditor then sued the accountant, arguing that he had relied on the
accountant's certification. Judge Cardozo ruled that the acoountant was
not liable to the creditor. He said that, except in cases of actual fraud,
an accountant had no legal duty except to the person who hired him or to

a third party, if the acocountant knew at the time of the certification
that the third party would rely on the certification. Of this decision
Lord Justice Denning said: "I think it is to be regretted, for it means
that the accountant's ce;rtification, which could be a safeguard, becames

a snare for those who rely on it."

While the courts held to this precedent for 25 years, the 1933 law
establishing the Securities and Exchange Cammission gave the government
broad powers over security issues, accounting methods, and public dis-
closure of financial information.

The acoounting profession, too, began to consider its professional
‘respansibility. In 1938 the American Institute of Accountants established
a Camittee on Acocounting Procedure, forerunner of the present Accounting
Principles Board. The Comuittee was, however, largely ineffectual. In
the 21 years of its existence it published 51 research bulletins recommending
acceptable procedures. AccE)rdJng to one analysis:

"The Bulletins tended to present ad hoc solutions to unrelated

specific problems and frequently recognized the acceptability of

two or more procedures for accounting for identical transactions

occurring under identical circumstances. Furthermore, the Bulletins

presented recommendations only; with the exception of the six rules
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adopted by the AICPA membership vote, the conclusions contained in the
Bulletins were not binding an the Institute membership, Accordingly,
procedures not embraced in the Bulletins might also be considered to
be 'generally accepted'.”
Meanwhile, the idea of increasing the scope of responsibility of public
accountants was growing in legal and financial circles. A series of
ﬁudicial decisions in the 1960's in effect overturned the Ultramares
decision. Thus, in the Yale Express case, an accounting firm, Peat, Marwick,
and Mitchell, discovered that figures previously certified in annual reports
were false and misleading. But they waited more than a year before they informed
the Securities and Exchange Cammission and the investing public of the
falsity of the certified report., In :a suit against the accounting firm by
a group of investors and creditors, a federal court ruled that the fimm
could be held liable to investors and lenders even though it had no contractual
relationship with these investors and had received no financial benefit

fram the nondisclosure.

In Rusch Factors Inc.,, v. Levin, the coﬁrt held that an accountant
“was liable for his "pf;;;ss_i&;. r;éipractice" to any third party who might
foreseeably rely on the accountant's certification.

In recent years more than 100 similiar suits have been filed, all based
on the concept of the public accountant's public responsibility. These cases
involve scme of the largest and most prestigious firms in the profession.
Emst & Ernst faces a number of suits concerning allegedly misleading
financial statements about the Westec Corporaticn; and two partners of
Lybrand, Ross Brothers and Montgomery were fined for their role in certifying
Continental Vending Machine Corpora.tion's financial statements. The firm of

Peat, Marwick, and Mitchell was also held liable for inaccuracies in
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the prospectus of BarChris Construction Company.

Mr. Leonard Spacek, chairman of Arthur Andersen and Company.is one of
the few public accountants who have recognized this issue of public
responsibility. He said:

"The accounting profession hasn't recognized the fact that public

ownership exists. The profession still labors under the impression

that it is working for entrepreneurs who know all the details about their

campanies--the accountants have thought little about what the public

investor wants to know.”

Clearly the courts now recognize--even though most members of the
accounting profession may not--that accountants have a broad general res-

ponsibility, not anly to their clients but to the public as well. But

too often, loyalty to an employer takes precedence over the public interest.

) The essential service’gf the accounting profession.is.to sort out and
direct attention to relevant facts regarding performance. The nature of
federal governmment accounting work carries you to the very heart of all
aspects of our government's operaticns. You are in a unique position to
seck out fundamental deficiencies in the conduct of public business and
to pramote reform. This, moreover, is your primary responsibility, both
as individuals and as a professional association. .

The idea of individual responsibility is paramount. Time and again
in my work I have seen mproper and wasteful practices by contractars go
uncorrected because the responsible government officials did not see to it

that government work was performed properly. These officials limit their
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activities to the narrow confines of their job descriptions, ignoring
many basic deficiencies not literally spelled out as matters for which
they are responsible. After awhile deficient practices. became accepted as
a way of life. As Alexander Pope said:
"Familiar with her face,
We first endure,
Then pity, then embrace.”
Inevitably when I lock into these deficiencies I find that it is not
a question of an insufficiency of government perscnnel, or inadequacy of
government salaries. Rather, I find the deficiencies are prevalent because
government officials will not accept the respansibility to lock after the
govermment's interests in the broad sense of the term. They became instead
a sort of bystander, an cbserver duly recording what the contractor chooses
to show him. Whether he is an accountant, lawyer, engineer, or military
professional, the principal duty of a government official is to protect the
government--and thus the American public--financially, legally, and
technically.
Responsibility is a unique concept. It can only reside and inhere in
a single individual. You may share it with others, but your portion is not
diminished. You may delegate it, but it is still with you. You may disclaim
it, but you cannot divest yourself of it. Even if you do not recognize it
or admit its presence you cannot escape it. If responsibility is rightfully
yours, no evasion, or ignarance, or passing the blame can shift the burden
to someone else.
I have been criticized because I, a Naval Officer, have intruded into

accounting matters. My answer is that as long as accountants neglect their
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own responsibilities, to the detriment of mine, I will continue to intrude.
It is my responsibility to do so. When an institution does not do its
job, a vacuum is created and some outsider always has to step in and fill
the vacuum.

If you as federal accountants desire to be considered professionals,
you nust earn the title by your attitude and by your actions. One does
not become a professional simply by getting a degree. Professionalism
requires one to maintain constant awareness and consciousness of all matters
affecting his area of campentence; it also requires continued application of
one's capabilities to advance his chosen field,

Nor does a society of accountants became a professicnal group merely
by holding meetings and symposia. It is the application of the total
effort of the group to correction of specific problems and to advancement
of the field as a whole in the public interest; it is acceptance of the
duties such a responsibility entails that is the distinguishing characteristic
of a true professional society.

Contractors, industry associations, Washington lawyers--all exert
tremendous pressure on legislators and government officials to loosen the
constraints of laws, regulations, and policies governing their conduct.
Federal government accountants must became the counterpoise.

By failing to work for rules and standards of accounting prortecting.the

. public, your profession has in my opinion neglected its public responsibilities.
For, in the absence of such standards, industry has been free to use

. accounting flexibility to its own advantage and to the disadvantage of the



public. Moreover, because the profession has been laggard in pramoting
authoritative standards, accounting issues are being decided by boards, by
courts, and by industry——instead of by acoountants.

I want to make it clear that in speaking so frankly, I do so with no
derogatory intent. I am reminded of the old Indian prayer: "Great Spirit,
grant that I may not criticize my neighbor until I have walked a mile in
his moccasins.” My comments reflect my experience of nearly half a century
in government service. If I speak critically, I do so because I believe
that a complex industrial society such as ours cannot be conducted efficiently
and for the public good unless there is a group such as yours that is
qualified for and faithfully carries out its duties. Only by informed
criticism can our society be improved; only so nnpmved can it survive.

I believe that as federal acocountants you have a responsibility to take
the lead in accounting matters affecting the federal govermment. You cannoct
simply leave it to the American Institute of Certified Public Accountants;
their actions have shown them to be incapable of resolving these issues.

Moxeover, I do not think you can expect the public accountants hired by
industry to establish proper cost accounting standards for defense contracts.
Despite their best effort at cbjectivity and professionalism, they must
represent industry, since they are paid by industry. Unless they represent
industry, their services will not be retained. "Whose bread I eat, his song
I sing." I am not sure just how much you can count on a firm's dbjectivity
when its financial benefit depends on its business with a cawpany that has a

AP

vested interest in the accountant's report.
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In contrast, the clear duty of the federal accountant is to the
public. If the Federal Government Accountants Association is to be more than
a social club, it must assume a greater role in locking after the public
interest in all accounting and auditing matters affecting public funds or
public well-being.

I suggest that your Association glve consideration to adopting a creed
similar to the one formulated by Hippocrates for the medical profession same
24 centuries ago. That oath has stood the test of time. As I see it,
your responsibility as members of a prbfessim rather than a business is
to bring cut the truth in an area where the Government, and hence the
Anericap public, must deal with manipulation of facts. You have the
expertise which the public lacks to cut through these manipulations
to the truth and to make it known.
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SEVERAL%HEEKS AFTER I AGREED TO ADDRESS THIS GROUP,
OFFICIALS OF%YOUR ASSOCIATION BEGAN EXPRESSING INTEREST IN
THE TOPIC OF MY SPEECH., THEY URGED ME TO TALK ABOUT MY CAREER,
NATIONAL DEFENSE, HISTORY, PHILOSOPHY, MY PERCEPTION OF THE
FUTURE--ANYTHING BUT PATENTS, ' THEY SAID FEDERAL JUDGES AND
CORPORATE EXECUTIVESWOULD BE PRESENT AND THAT THE MEMBERS AND
GUESTS WOULD WANT TO ENJOY THEMSELVES. _

I DO NOTlHAVE THE SLIGHTEST "INTEREST IN PROVIDING ENTERTAIN-
MENT FOR DINNER PARTIES OR FOR ANYONE ELSE. [ HAVE ALWAYS LIVED,
AMONG OTHER RdLES, BY THE ONE “HEAVEN IS BLEST WITH PERFECT REST,
BUT THE BLESS[@G OF EARTH IS HONEST TOIL.” MY SOLE REASON FOR
COMING HERE IS TO IMPRESS UPON YOU THE NEED AND IMPORTANCE FOR
THE LEGAL PROFESSION TO START PLAYING A TRULY RESPONSIBLE ROLE
IN OUR SOCIETY,
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IN THE LEGAL COMMUNITY AND ELSEWHERE, THE PEDESTAL OF
PROFESSIONALISM IS NOW SHAKY, ABUSES OF POWER BY BUSINESSMEN,
ACCOUNTANTS, DOCTORS, AND LAWYERS--MAKE IT OBVIOUS THAT SOMETHING
IS WRONG. INSTEAD OF WORKING FOR THE BENEFIT OF SOCIETY, MANY
PROFESSIONALS SEEM TO BE WORKING FOR THE BENEFIT OF A FEW

* OR FOR THEMSELVES. PROFESSIONAL ORGANIZATIONS APPEAR UNABLE
OR UNWILLING TO POLICE THEIR MEMBERS, PUBLIC CONFIDENCE IN
THEM HAS DECLINED, ALTHOUGH OTHER PROFESSIONS ARE ALSO AT
FAULT, LAWYERS ARE THE BRUNT OF THE CRITICISM.

IT HAS BEEN MY EXPERIENCE THAT MEMBERS OF THE LEGAL
PROFESSION ARE CONTRIBUTING SUBSTANTIALLY TO THE EROSION OF
VALUES AND INSTITUTIONS ON WHICH OUR SOCIETY IS BASED. 1IN
THEIR QUEST FOR MONEY AND POWER MANY LAWYERS SEEM TO HAVE
FORGOTTEN THEIR OBLIGATIONS.. BY SO DOING, THEY ALIENATE THEIR
COUNTRYMEN; BREED DISTRUST OF OUR INSTITUTIONS AND THOSE WHO
RUN THEM; AND UNDERMINE THE TRADITIONAL VALUES OF HONOR,
HUMILITY, AND HONEST DEALING.

THE PROBLEM STEMS LARGELY FROM THE GROWING OBSESSION WITH
MONEY IN OUR SOCIETY, PREOCCUPATION WITH PROFIT CREATES
INCENTIVES AND PRESSURES ON INDIVIDUALS TO ACT IN WAYS THEY
WOULD NOT OTHERWISE CONSIDER.

LAWYERS ARE SUPPOSED TO BE OFFICERS OF THE COURT, IT IS
TO THEM THAT SOCIETY HAS ENTRUSTED THE ADMINISTRATION OF JUSTICE.
THE AMERICAN PEOPLE EXPECT OUR SO-CALLED OFFICERS OF THE COURT
70 BE MORE THAN MERCENARIES, YET IN PURSUIT OF THEIR OWN
INTERESTS, MANY LAWYERS HAVE LOST SIGHT OF THE PUBLIC GOOD.
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INSTEAD OF HOLDING BACK THE ATTACK ON OUR INSTITUTIONS AND
VALUES, MANY HAVE INSTEAD LED IT,

THERE HAS BEEN A BREACH OF FAITH BY LAWYERS--AND THE
PUBLIC KNOWS IT, A RECENT NATIONAL POLL FOUND THEM RANKED
BELOW GARBAGE COLLECTORS IN PUBLIC ESTEEM AND THAT BUT A SMALL
PART OF THE PUBLIC HAS CONFIDENCE IN LAW FIRMS, THE CHIEF
JUSTICE OF THE SUPREME COURT RECENTLY CONCLUDED THAT A MAJORITY
OF LAWYERS PRACTICING IN COURT ARE NOT PROPERLY EQUIPPED TO
DO SO. THE PRESIDENT HIMSELF HAS STATED PUBLICLY THAT WE ARE
“OVER-LAWYERED AND UNDER-REPRESENTED,” A FOREIGN OFFICIAL HAS
COMMENTED:  “YOU HAVE LAWYERS LIKE OTHER PEOPLE HAVE MICE,”

IT IS ARGUED THAT OUR ADVERSARY SYSTEM OF LAW DEMANDS
THAT ATTORNEYS LITIGATE VIGOROUSLY, REGARDLESS OF THE MERITS
OF THEIR CLIENT’S CASE, THIS VIEW HAS BECOME A RATIONALIZATION
FOR PPACTICING THE LAW IN A WAY THAT FREQUENTLY OFFENDS JUSTICE
AND DEBASES THE INTEGRITY OF OUR JUDICIAL SYSTEM, T0O OFTEN
THE FINANCES, PATIENCE, AND TIME AVAILABLE TO A LITIGANT
HAVE BECCME MORE IMPORTANT TO THE OUTCOME OF A CASE THAN ITS
LEGAL MERITS. LAWYERS SHOULD INSTEAD STRIVE TO FOCUS THE

" COURT'S ATTENTION ON THE LEGAL OR FACTUAL ISSUES IN DISPUTE
QUICKLY AND EFFICIENTLY, BUT MANY OF THEM DO THE OPPOSITE,
LAW PRACTICED IN THIS MANNER DOES NOT AIM TO RECONCILE THE
PARTIES AND RESOLVE THE DISPUTES, IT STRIVES TO BENEFIT THOSE
WHO HAVE THE RESOURCES TO DOMINATE THE COURT BY DISTRACTING IT,

ONE OF THE MOST FRUSTRATING AND WASTEFUL PRACTICES IN
SOCIETY TODAY, AND ONE THAT CONTRIBUTES MOST TO THE BREAKDOWN
I OUR SYSTEM OF JUSTICE, IS THE DELIBERATE OBFUSCATION OF
ISSUES BY LAWYERS, FACED WITH A WEAK CASE, MANY SEEK TO
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REDIRECT ATTENTION TO IRRELEVANT MATTERS AND TECHNICALITIES,
BY SO DOING THEY CAN DELAY OR ALTOGETHER AVOID UNFAVORABLE
DECISIONS ON THE LEGAL MERITS OF A CASE,
ALTHOUGH COMPLAINTS ABOUT DELAYS IN THE JUDICIAL PROCESS
'ARE WIDESPREAD AND OFTEN DISCUSSED IN LEGAL CIRCLES, I WONDER
- HOW MANY LAWYERS EVEN CARE, OR HAVE A REALISTIC APPRECIATION

OF THE DETRIMENTAL EFFECTS FRIVOLOUS LITIGATION, LEGAL MANEUVERING,
MASSIVE DISCOVERY CAMPAIGNS, AND DELAYING TACTICS HAVE, NOT

ONLY ON THE JUDICIAL PROCESS, BUT ON OTHER WORTHKHILE HUMAN
ENDEAVORS, CAUGHT UP IN THE HEAT OF THEIR LEGAL BATTLES, AND

WITH AN EYE TOWARDS THE REWARDS, MANY LAWYERS SEEM INDIFFERENT

TO THE EFFECT THEIR LITIGATIVE TACTICS HAVE ON THEIR VICTIMS,

1 HAVE HAD FIRST HAND EXPERIENCE WITH THESE EFFECTS AND
1 DOUBT THEY ARE UNIQUE. I AM RESPONSIBLE FOR THE DESIGN,
CONSTRUCTION, AND SAFE OPERATION OF 152 OPERATING NUCLEAR
REACTORS IN NAVAL SHIPS AND ASHORE--MORE THAN THE TOTAL OF
ALL OTHER OPERATING COMMERCIAL REACTORS IN THE U,S. TODAY,
LIKE MANY OTHER PROJECTS IN GOVERNMENT AND INDUSTRY, THIS WORK
REQUIRES METICULOUS ATTENTION TO DETAIL AND LONG HOURS BY MANY
DEDICATED PEOPLE. EVERY YEAR IT BECOMES HARDER AND HARDER FOR
THEM TO DO A PROPER JOB. THEIR EFFORTS AND ATTENTION MUST
INCREASINGLY BE REDIRECTED TO EXTRANEQUS MATTERS. IN THIS
RESPECT, THE LEGAL PROFESSION IS MAKING A GREAT NEGATIVE
CONTRIBUTION TO OUR DEFENSE.

AS ONE MINOR EXAMPLE, FIFTEEN YEARS AGO, THE GENERAL
ACCOUNTING OFFICE REPORTED THAT A LARGE DEFENSE CONTRACTOR HAD
OVERCHARGED THE GOVERNMENT $500,000 ON ONE OF MY CONTRACTS.
LAST DECEMBER THE ISSUE FINALLY CAME TO TRIAL. I EXPECT A
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‘RULING IN ABOUT A YEAR. THE ISSUE IS SIMPLE. YET THE
LAKYERS REPRESENTING THE CONTRACTOR HAVE MANAGED TO DRAG IT OUT.
MEANTIME, THEIR CLIENT HAS USE OF THE MONEY IN DISPUTE,

IN ANOTHER CASE, A LARGE CONGLOMERATE REFUSED TO HONOR
ITS CONTRACT, CONTENDING IT WAS INVALID AND SHOULD BE REPRICED,
FOUR YEARS OF MASSIVE DISCOVERY AND LEGAL MANEUVERING HAVE
NOW ELAPSED, AND VALIDITY OF THE CONTRACT HAS YET TO BE TRIED
IN COURT, MEANWHILE, THE TIME OF MANY KEY NAVY PERSONNEL IS
DIVERTED FROM THEIR PRIMARY DUTIES.

IN THIS CASE I HAVE BEEN SUBJECT TO MORE THAN 40 HOURS
OF DETAILED INTERROGATION UNDER THE GUISE OF DISCOVERY BY A
TEAM OF EXPERIENCED LAWYERS OVER A PERIOD OF SEVERAL WEEKS.

HAD THEY BEEN INTERESTED ONLY IN GATHERING INFORMATION ABOUT
THE CASE, THEY COULD HAVE COMPLETED THE QUESTIONING IN ONE TO
TWO HOURS. OF COURSE, THE-LONGER THEY TAKE, THE MORE MONEY
THESE HIGH-PRICED LAWYERS MAKE. A FEW DAYS AGO, I RECEIVED
WORD THAT THE LAWYERS WANT TO RESUME MY DEPOSITION.

HOW IS THE COMMON GOOD SERVED WHEN LAWYERS OBFUSCATE
ISSUES, DELAY AND HARASS THE OPPOSITION, AND ATTEMPT TO ABROGATE
CONTRACTS? HOW IS JUSTICE SERVED BY FRUSTRATING THE LEGAL
INSTITUTIONS AND PROCEDURES THAT HAVE BEEN ESTABLISHED AND
ARE AVAILABLE TO THE PUBLIC FOR RESOLUTION OF DISPUTES? EVEN
WHEN BOTH PARTIES CAN AFFORD THE LEGAL COSTS, THE DELAY AND
HARASSMENT NOW TYPICALLY INVOLVED IN LITIGATION MAKE IT
INCREASINGLY UNATTRACTIVE TO ALL EXCEPT THE LAWYERS. MOREOVER,
THROUGH DELAY, ONE PARTY CAN EFFECTIVELY DENY HIS ADVERSARY'S
RIGHT TO A JUDICIAL DETERMINATION,

LAST SUMMER, THE SECRETARY OF THE NAVY DECIDED TO GRANT
THE NAVY’S THREE LARGEST SHIPBUILDERS EXTRA-CONTRACTUAL RELIEF
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TOTALING MORE THAN $500 MILLION UNDER A SPECIAL LAW CONGRESS
HAD ENACTED TO COVER EXTRAORDINARY ACTIONS DETERMINED TO BE
NECESSARY TO FACILITATE THE NATIONAL DEFENSE. THE SECRETARY
SAID THAT NOT GRANTING SUCH RELIEF WOULD INEVITABLY MEAN LONG
YEARS OF LITIGATION AND A DISRUPTIVE RELATIONSHIP WHICH WOULD
UNREASONABLY JEOPARDIZE THE NATIONAL DEFENSE.

LARGE CONTRACTORS AND THEIR WELL-PAID LAW FIRMS HAVE
THUS MADE LITIGATION UNPALATABLE AND DIFFICULT FOR THEIR
ADVERSARIES, IN SUCH A CLIMATE THE CONCEPT OF JUSTICE IS
LOST; VICTORY WILL USUALLY GO TO THOSE IN THE STRONGEST
NEGOTIATING POSITION,

THE TACTICS OF DELAY AND OBFUSCATION WHICH SERVE SOME
LAWYERS WELL IN COURT HAVE NOW PERMEATED THE GOVERNMENT PROCURE-
MENT PROCESS. BY DRAGGING OUT DISPUTES, LAW FIRMS MAKE IT
POSSIBLE FOR THEIR CLIENTS TO DEFER OR PERHAPS AVOID REPORTING
LARGE LOSSES TO STOCKHOLDERS. SEVERAL LARGE SHIPBUILDERS WERE
" FOR MANY YEARS ABLE TO AVOID REPORTING SUCH LOSSES, SIMPLY BY
PREDICTING OPTIMISTIC RECOVERIES FROM PENDING LITIGATION,

AND THE-LONGER-A-CASE DRAGS ON, THE GREATER-THE LIKELIHOOD OF
GOVERNMENT PEOPLE LEAVING FOR OTHER JOBS, MEMORIES FADING, AND
THE CASE BEING FINALLY SETTLED INDEPENDENT OF THE LEGAL MERITS.

THERE ARE NOW LAW FIRMS WHICH SPECIALIZE IN OMNIBUS CLAIMS
AGAINST THE GOVERNMENT. THESE CLAIMS HAVE DISTINGUISHING
CHARACTERISTICS, THEY OFTEN GO FROM TENS TO HUNDREDS OF MILLIONS
OF DOLLARS. THEY ARE GROSSLY INFLATED, SO THAT SETTLEMENT AT
A FRACTION OF THE CLAIM WILL STILL YIELD THE DESIRED AMOUNT.
THEY ARE BASED ON UNSUBSTANTIATED ALLEGATIONS THAT THE GOVERN-
MENT IS AT FAULT. THEY DO NOT SHOW A CAUSE AND EFFECT RELATION-
SHIP BETWEEN ALLEGED GOVERNMENT RESPONSIBLE ACTIONS AND THE
AMOUNT CLAIMED.
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SOME DRAW AN ANALOGY WITH OTHER TYPES OF LITIGATION,

SUCH AS PERSONAL INJURY SUITS WHERE A LAWYER MIGHT ASK FOR $1
MILLION IN DAMAGES IN THE HOPE OF RECOVERING $25,000. IN
SUCH CASES, NO ONE TAKES THE INITIAL AMOUNT SERIOUSLY. THE
JUDGE OR JURY ARRIVES AT A FIGURE INDEPENDENTLY, BASED ON THE
TESTIMONY OF WITNESSES.

" BUT CONTRACT CLAIMS AGAINST THE GOVERNMENT ARE DIFFERENT.
SINCE PUBLIC FUNDS ARE AT STAKE, EVERY ELEMENT OF THESE CLAIMS
MUST BE SCRUTINIZED FOR LEGAL ENTITLEMENT AND THE COST AUDITED
AND EVALUATED. LARGE CLAIMS OF THIS SORT TIE UP MANY KEY
PEOPLE FOR MANY YEARS WHO MUST EVALUATE THE VALID AND INVALID
PORTIONS OF THE CLAIM, THOSE ON WHOM THE GOVERNMENT MUST RELY

CFOR CLAIMS ANALYSES ARE THE VERY ONES WHO ARE ALSO RESPONSIBLE
FOR OTHER ON-GOING WORK,

ONE CONGLOMERATE SUBMITTED CLAIMS TOTALING ABOUT $1 BILLION
AGAINST THE NAVY. THE CLAIMS COMPRISED 64 VOLUMES, EACH TWO
INCHES THICK, AND COVERED MANY YEARS OF PERFORMANCE UNDER
VARIOUS CONTRACTS.

GOVERNMENT TEAMS UNDER THE DIRECTION OF A SPECIAL
INDEPENDENT BOARD REQUIRED A YEAR AND A HALF TO EVALUATE
THESE CLAIMS, THEY WERE EVENTUALLY SETTLED FOR LESS THAN ONE-
FOURTH THE AMOUNT CLAIMED, TO JUSTIFY EVEN THIS FIGURE, THE
GOVERNMENT HAD TO INCLUDE LARGE SUMS TO COVER LITIGATIVE RISK

AMDY 1 ITICATIVE
AND LITIGATIVE COST--THAT IS, THE LIKELINOCD OF UNFAVORABLE

DECISIONS BY-A COURT, AND THE ESTIMATED COST FOR THE GOVERNMENT
TO SPEND YEARS LITIGATING.
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_ ABUSE OF THE DISCOVERY PROCESS, HARASSMENT, OBFUSCATION,
AND DELAY ARE NOT PRACTICES UNIQUE TO CLAIMS LAWYERS.

WIDE RANGING INTERROGATORIES AND EXTENSIVE DISCOVERY
REQUESTS HAVE BECOME A STANDARD LEGAL TACTIC. I UNDERSTAND
SOME LAW FIRMS HAVE THOUSANDS OF QUESTIONS STORED IN COMPUTERS,
AVAILABLE AT THE PRESS OF A BUTTON., THUS, EVEN THE LIMITS OF
AN ATTORNEY’S IMAGINATION OR TIME NEED NO LONGER BE A CONSTRAINT
ON THE MISCHIEF HE CAN CAUSE.

ANOTHER EXAMPLE OF LAWYER MISCHIEF INVOLVES THE FREEDOM
OF INFORMATION ACT, THE ACT WAS DESIGNED TO ENSURE PUBLIC
ACCESS TO GOVERNMENT INFORMATION. ‘

NOW, LAW FIRMS ARE USING IT TO CONDUCT, IN EFFECT,
UNILATERAL DISCOVERY PROCEEDINGS IN DISPUTES ‘WITH THE GOVERNMENT,
AND AT TIMES WHEN THE LATTER HAS NO COMPARABLE RIGHT TO THE CORPORATE
DATA. THE LAW FIRMS ARE ABLE TO USE THE ACT TO GIVE THEIR o
CLIENTS AN UNFAIR ADVANTAGE OVER THE GOVERNMENT IN LITIGATION,

SOME LAW FIRMS TRY TO OBTAIN FOR THEIR CLIENTS, THROUGH
THE FREEDOM OF INFORMATION ACT, INFORMATION THEY COULD NOT
OTHERWISE GET ABOUT THEIR COMMERCIAL COMPETITORS, SUCH AS
LABOR AND OVERHEAD RATES, ESTIMATING PRACTICES, AND SO ON--
INFORMATION THAT IS FURNISHED TO THE GOVERNMENT IN THE PROCURE-
MENT PROCESS.

IN SUCH INSTANCES, THE GOVERNMENT OFTEN ENDS UP IN THE
MIDDLE. UNDER THE FREEDOM OF INFORMATION ACT, GOVERNMENT
EMPLOYEES CAN BE DISCIPLINED FOR IMPROPERLY WITHHOLDING SUCH
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INFORMATION. YET UNDER ANOTHER STATUTE, THEY CAN BE FINED
AND IMPRISONED FOR RELEASING A COMPANY'S PROPRIETARY DATA.
ONE COMPANY SUES THE GOVERNMENT TO DISCLOSE DATA ABOUT A
COMPETITOR; THE COMPETITOR THEN SUES TO FORBID ITS RELEASE,
THIS IS AN EXAMPLE OF THE CHAOS PRODUCED BY THE FERTILE MINDS
- OF OUR LAWYERS. IT IS ALSO AN EXAMPLE OF THE ADVANTAGE
LAWYERS ARE TAKING OF THE SYSTEM TO PROMOTE THE INTERESTS OF
THEIR CLIENTS--AND THEMSELVES. I DOUBT THAT THOSE WHO ENACTED
THE FREEDOM OF INFORMATION ACT ENVISIONED THE USES TO WHICH
IT HAS BEEN PUT BY LAWYERS.,

THE PATENT LAWYERS HERE TONIGHT MAY HAVE BEEN WONDERING
WHY SO FAR I HAVE NOT ALLUDED TO THEM. YET PATENT LAWYERS
EXHIBIT THE SAME TENDENCIES THAT PERVADE OTHER SEGMENTS OF
THE PROFESSION, THEY T0O ARE SKILLED IN THE TACTICS OF
OBFUSCATION AND DELAY. MOREOVER, I BELIEVE THAT MANY PATENT
LAWYERS DO HARM TO THE ECONOMY AND TO THE CREDIBILITY OF THE
PATENT SYSTEM. FREQUENTLY THEY REPRESENT THE NARROW ECONOMIC
INTERESTS OF THEIR CLIENTS, TO THE DETRIMENT OF THE PUBLIC,
BY USING SUCH TACTICS AS INDISCRIMINATE PATENTING OF MINOR
-DESIGN DETAILS.

MEMBERS OF THE PATENT BAR, WHILE PURPORTING TO BE LOOKING
OUT FOR THE PUBLIC INTEREST, FREQUENTLY PROMOTE CONCEPTS
WHICH FAVOR THEIR LARGE CLIENTS. THE DOGMA OF
THE PATENT LAWYERS IS CONTRADICTORY. ON THE GNE HAND, THEY
CONTEND THAT GOVERNMENT CONTRACTORS SHOULD GET EXCLUSIVE RIGHTS
TO INVENTIONS DEVELOPED AT GOVERNMENT EXPENSE. YET RARELY,

92-529 0 - 82 - 8
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IF EVER, HAVE I HEARD PATENT LAWYERS CRITICIZE THESE
CONTRACTORS FOR REQUIRING THEIR EMPLOYEES TO GIVE UP ALL RIGHTS
TO INVENTIONS DEVELOPED AT CONTRACTOR EXPENSE.

THE PATENT LOBBY SPEAKS ELOQUENTLY OF FREEDOM, THE FREE
ENTERPRISE SYSTEM, AND COMPETITION, IN CONNECTION WITH PATENT
JISSUES, IN PRACTICE, HOWEVER, THEY HELP LARGE COMPANIES FENCE
OUT COMPETITION BY BLANKETING FIELDS OF TECHNOLOGY WITH PATENTS
AND PATENT APPLICATIONS ON IDEAS AND ITEMS NOT WORTHY OF A
PATENT. SMALL FIRMS THAT CANNOT AFFORD THE DELAY AND COST OF
INFRINGEMENT LITIGATION DO NOT ENTER THE MARKET.

THE PATENT LOBBY IS ACTIVELY PROMOTING THE CONCEPT THAT
THE GOVERNMENT SHOULD PROVIDE BUSINESSMEN GREATER INCENTIVES
TO INVEST IN TECHNOLOGY IN ORDER TO COMBAT A PERCEIVED DECLINE
IN THIS COUNYRY’S TECHNOLOGICAL GROWTH. THE RECOMMENDED
INCENTIVES TAXE THE FORM OF INCREASED GOVERNMENT SPENDING FOR
" RESEARCH AND DEVELOPMENT AND GRANTING CONTRACTORS EXCLUSIVE
RIGHTS TO PATENTS DEVELOPED AT GOVERNMENT EXPENSE.

I AM NOT CONVINCED THAT THERE IS ACTUALLY A DECLINE IN
TECHNOLOGY OR THAT THE INFUSION OF GOVERNMENT FUNDS WOULD BE
AN APPROPRIATE SOLUTION, IN ANY EVENT, SHOULD THE GOVERNMENT
SPEND MORE, LARGE COMPANIES WILL PROBABLY GET THE LION’S SHARE
OF THE INCREASE--AS THEY ALWAYS DO.

PATENT LAWYERS WELL KNOW THAT INCREASED GOVERNMENT RESEARCH
AND DEVELOPMENT SPENDING AND GIVING GOVERNMENT CONTRACTORS
EXCLUSIVE RIGHTS TO-GOVERNMENT FINANCED INVENTIONS, WILL PROMOTE
GREATER CONCENTRATION OF ECONOMIC POWER IN LARGE CONGLOMERATES,
AND AT PUBLIC EXPENSE. SUPPOSE, WITH VAST SUMS OF GOVERNMENT
MONEY, A LARGE COMPANY MAKES A MAJOR DISCOVERY IN ENERGY.
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WHAT;WOULD AN ORDINARY TAXPAYER THINK IF THAT COMPANY COULD,
FOK ?7 YEARS, LEGALLY CONTROL THE DISSEMINATION, USE, AND
PRICING OF THIS INVENTION? YET THIS IS WHAT THE PATENT LOBBY
ADVOCATES. :

MOST PROFESSIONS HAVE A GROUP THAT SETS STANDARDS OF
CONDUCT FOR ITS MEMBERS, AND IS SUPPOSED TO DISCIPLINE
TRANSGRESSORS--AN ORGANIZATION WHOSE CHARTER PLACES PROFESSIONALISM
ABOVE MONEY CONSIDERATIONS. IN THE LEGAL COMMUNITY, THIS GROUP
IS TﬂE AMERICAN BAR ASSOCIATION.

|UNFORTUNATELY, THIS ORGANIZATION SEEMS TO BE FURTHER
UNDERMINING RESPECT FOR THE LEGAL PROFESSION. BY RESPONDING
WITH'A COUNTER ATTACK TO THOUGHTFUL CRITICISM BY OUR PRESIDENT
AND OUR CHIEF JUSTICE, THE ABA SHOWED IT IS MORE INTERESTED
IN PRESERVING ITS CUSTOMS, THAN IN BEING A PROFESSIONAL
ORGANIZATION, PERHAPS IT SHOULD BE RENAMED THE AMERICAN BAR
PROTECTIVE ASSOCIATION, OR .ABPA.

|THE ABA’S DISCIPLINARY PROCEDURES ARE WIDELY RECOGNIZED
AS AITOKEN EFFORT, WITH DISBARMENT RESERVED PRIMARILY FOR THE
RARE.MEMBER WHO IS OCCASIONALLY CONVICTED OF A FELONY. EVEN
WHERE MISCONDUCT IS FOUND, PUNISHMENTS ARE OFTEN LIGHT, A
PENNSYLVANIA ATTORNEY, FOUND GUILTY OF EMBEZZLING $10,000 FROM
A CLIENT’S INHERITANCE, WAS MERELY SUSPENDED FROM THE ABA. A
NEW YORK ATTORNEY REFUSED TO ALLOW HIS CLIENT TG BE BROUGHT TO
TRIAL UNTIL HIS FEE HAD BEEN PAID, HE THEN DEDUCTED THE FEE
FROM :THE BAIL MONEY, WHICH HE INTERCEPTED, THE ABA CALLED THE
INCIDENT A MERE FEE DISPUTE AND TOOK NO DISCIPLINARY ACTION.
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THE ABA HAS DONE NOTHING TO SOLVE THE REVOLVING DOOR
PROBLEM--WHERE LAWYERS GET EXPERIENCE IN GOVERNMENT, AND THEN
JOIN PRIVATE FIRMS WHICH REPRESENT CLIENTS AGAINST THEIR
FORMER GOVERNMENT AGENCY, ONE WASHINGTON LAW FIRM THAT
SPECIALIZES IN CLAIMS AGAINST THE NAVY IS HEADED BY A FORMER
" NAVY GENERAL COUNSEL. ANOTHER SUCH FIRM WAS HEADED BY A FORMER
MEMBER OF THE DEFENSE DEPARTMENT’S ARMED SERVICES BOARD OF
CONTRACT APPEALS. AND ONLY LAST MONTH THE CHAIRMAN OF THIS VERY
SAE BOARD RESIGNED TO BECOVE A PARTMER IN THIS VERY SHE FIRYM, THERE
HE WILL JOIN AN EX-NAVY DEPUTY COUNSEL WHO WAS RESPONSIBLE
FOR DEFENDING THE GOVERNMENT AGAINST SHIPBUILDING CLAIMS.

SEVERAL MONTHS AGO, THE WALL STREFT JOURNAL CARRIED AN
ADVERTISEMENT BY A FORMER NAVY ATTORNEY WHO TOUTED HIS
EXPERIENCE WITH CLAIMS WHILE EMPLOYED BY THE NAVY, HE
SOLICITED CLIENTS WHO DESIRED TO SUBMIT CLAIMS AGAINST THE
GOVERNMENT. DESPITE YEARS OF DEBATING THIS SUBJECT, THE
LEGAL PROFESSION AND THE ABA HAVE YET TO ENFORCE THEIR OWN
RULES AGAINST LAWYERS SWITCHING SIDES.

THE ABA OFTEN OPERATES MORE LIKE A TRADE ASSOCIATION
THAN A PROFESSIONAL SOCIETY. FOR EXAMPLE, ITS PUBLIC CONTRACT
LAW SECTION REPRESENTS THE ASSOCIATION IN MATTERS RELATING TO
GOVERNMENT PROCUREMENT, YET IT HAS BECOME A FRONT FOR THE
CLAIMS LAWYERS WHO DOMINATE ITS MEMBERSHIP AND ACTIONS.

LAST YEAR, THE ABA WAS ACTIVELY LOBBYING CONGRESS IN
FAVOR OF A BILL GOVERNING DISPUTES UNDER GOVERNMENT CONTRACTS.
THE VIEWS OF THIS ORGANIZATION CARRY GREAT WEIGHT IN SUCH
ARCANE SUBJECTS. :
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BURIED IN THEIR PROPOSED LEGISLATION WERE NUMEROUS
LOOPHOLES, ALL OF WHICH FAVORED CLAIMS LAWYERS AND THEIR
CONGLOMERATE CLIENTS, FOR EXAMPLE, THE BILL SET A DOUBLE
STANDARD WHICH INVARIABLY WORKED AGAINST THE GOVERNMENT, .
ALSO, AGENCIES WOULD, FOR THE FIRST TIME, BE GIVEN AUTHORITY
-TO HORSE-TRADE CLAIM SETTLEMENTS WITHOUT REGARD TO THEIR-
LEGAL MERITS, BUT THIS WAS NOT CLEARLY SPELLED OUT IN

THEIR PROPOSAL; IT WOULD BE APPARENT ONLY TO THOSE WELL VERSED
IN THE CLAIMS BUSINESS.

I POINTED THIS QUT IN CONGRESSIONAL TESTIMONY, AND THE
BILL WAS CHANGED TO ELIMINATE THESE LOOPHOLES. IN ADDITION,
THE BILL WAS MODIFIED TO REQUIRE CERTIFICATION OF CLAIMS AND
TO PROVIDE STIFF PENALTIES FOR SUBMISSION OF FALSE CLAIMS:
AS YOU MAY BY NOW SURMISE, THE ABA DID NOT ENDORSE THESE
MOBIFICATIONS.,

LATER 1 LEARNED THAT THE ABA LOBBYISTS WHO WORKED ON

" THIS BILL WERE SENIOR PARTNERS OF PROMINENT, CLAIMS ORIENTED
- LAW FIRMS, CLAIMS LAWYERS, LIKE OTHER CITIZENS, ARE ENTITLED
TO LOBBY MEMBERS OF CONGRESS IN THEIR OWN BEHALF. BUT FOR
THEM :TO DO- SO BY USING THE AMERICAN BAR ASSOCIATION AS THE
UMBRELLA DEGRADES THE ENTIRE PROFESSION. WHY DOES THE
ABA TOLERATE SUCH ACTIONS TAKEN IN ITS NAME?

TODAY, OUR NATION FACES IMPORTANT PROBLEMS OF
UNPRECEDENTED DIFFICULTY--DECLINING ENERGY RESERVES, THE
ECONOMY, THE ENVIRONMENT, FOREIGN AFFAIRS, SLOWING PRODUCTIVITY
GROWTH, FACED WITH THESE PROBLEMS WE CANNOT AFFORD SO MANY
WHO, IN THE PURSUIT OF MONEY, EXACERBATE THE DIFFICULTIES
OF THESE PROBLEMS. -
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LAWYERS OCCUPY KEY POSITIONS AND EXERT GREAT INFLUENCE
IN OUR SOCIETY, MANY OTHER CITIZENS, ALSO SEEKING SUCCESS,
EMULATE THEM. IS THE EXAMPLE BEING SET BY MANY IN THE LEGAL
PROFESSION OF BENEFIT TO OUR SOCIETY, OR IS IT HARMFUL?
WHAT HAPPENS TO TRADITIONAL VALUES WHEN SIGNED CONTRACTS
ARE BROKEN WITH NO MORAL STIGMA ATTACHED TO THOSE WHO BREAK
THEM; WHEN PEOPLE ARE DRIVEN, UNDER THREAT OF LITIGATION, TO
PAY SUMS THEY MAY NOT OWE; WHEN THOSE SKILLED IN THWARTING
JUSTICE ARE CONSIDERED SUCCESSFUL MEN?
1 DO NOT MEAN TO INDICT ‘ALL LAWYERS. MANY DEDICATED
ONES SERVE IN GOVERNMENT, ON THE BENCH, AND IN PRIVATE
PRACTICE, NEVERTHELESS, THE PRACTICE OF LAW IS TODAY
REPLETE WITH PROBLEMS THAT DEMAND CORRECTION. AND LAWYERS
ARE THE ONES WHO MUST DO THE JOB,
I HAVE SOME SPECIFIC RECOMMENDATIONS:
1, TAKE STEPS TO DISCOURAGE FRIVOLOUS LITIGATION.
IN THIS REGARD, THE PRESENT REQUIREMENTS TO CERTIFY .
PLEADINGS IN CIVIL LITIGATION NEEDS STRENGTHENING--
THESE REQUIREMENTS ARE FULL OF LOOPHOLES, AND ARE
NO DETERRENT TO THOSE WHO WOULD BRING FRIVOLOUS
CHARGES BEFORE THE COURTS. - CRIMINAL PENALTIES
SHOULD BE ESTABLISHED AND STRICTLY ENFORCED FOR
ATTORNEYS WHO CERTIFY PLEADINGS THEY KNOW OR HAVE
REASON TO KNOW ARE FALSE.
2, ESTABLISH WITHIN THE LEGAL COMMUNITY A TRULY
PROFESSIONAL FORUM FOR DEALING WITH THE PROBLEMS
OF LAW AND JUSTICE--A FORUM THAT WOULD PLACE
PROFESSIONAL RESPONSIBILITY ABOVE COMMERCIAL
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CONSIDERATIONS; EFFECTIVELY DISCIPLINE MEMBERS;
AND RECOMMEND WAYS OF REDUCING LITIGATION AND
" STREAMLINING JUDICIAL PROCEDURES.

JUDGES AND OTHERS RESPONSIBLE FOR THE ADMINISTRATION OF
JUSTICE SHOULD ACT MORE FIRMLY THAN THEY NOW DO IN POLICING
OUR COURTS, SOME JUDGES SEEM TO EQUATE JUSTICE WITH ENSURING
THAT EACH SIDE TAKES AS MUCH TIME AS IT WISHES TO MAKE ITS
CASE. " WHERE WOULD WE BE IF THE SUPREME COURT OPERATED ON
THAT BASIS?

A FREE SOCIETY CANNOT EXIST UNLESS THE PUBLIC HAS

CONFIDENCE THAT JUSTICE THROUGH THE LEGAL SYSTEM IS

'AVAILABLE EQUALLY TO ALL; THAT COURIS CAN AND WILL DELIVER
JUSTICE'IN A TIMELY MANNER WHICH PEOPLE OF ORDINARY MEANS
CAN'AFFORD; AND THAT LAWYERS, AS OFFICERS OF THE COURT,

ARE MEN OF INTEGRITY, WELL TRAINED, AND DEDICATED TO
RESOLVING DIFFERENCES IN SOCIETY FAIRLY. FURTHER, THE
RESPONSIBILITY MUST REST WITH EACH MEMBER OF THE BAR.

RESPONSIBILITY IS A UNIQUE CONCEPT: IT CAN ONLY RESIDE
AND_INHERE IN A SINGLE INDIVIDUAL. YOU MAY SHARE IT_WITH _
OTHERS, BUT IT IS STILL ITH YOU, EVEN IF YOU DO NOT
RECOGNIZE IT OR ADMIT ITS PRESENCE, YOU CANNOT ESCAPE IT,

IF RESPONSIBILITY IS RIGHTFULLY OURS, NO EVASION, OR
IGNORANCE, OR PASSING THE BLAME CAN SHIFT THE BURDEN TO

SOMEONE ELSE.

AT ALL LEVELS OF OUR SOCIETY, THERE IS TODAY MUCH TALK
OF RIGHTS AND TOO LITTLE OF DUTIES. HERE IS A GREAT
OPPORTUNITY FOR LAWYERS,: FOR MEN WHO HAVE BENEFITED GREATLY
FROM THE LAW AND FROM A BENIGN AND BOUNTEOUS LAND. HERE IS
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THE OPPORTUNITY TO CONTRIBUTE SOMETHING IN RETURN,
- THE FREEDOM AND.PRIVILEGE YOU PRESENTLY ENJOY WILL NOT
LAST, NOR WILL IT .BE.AVAILABLE TO FUTURE GENERATIONS, UNLESS
. YOU DO SO; UNLESS YOU ACT AS RESPONSIBLE PROFESSIONALS AND
CITIZENS; UNLESS YOU TREAT THOSE WHO ACT IRRESPONSIBLY AS
THEY DESERVE TO BE TREATED. '

IN COMING HERE I FEEL A BIT LIKE EURYSTHEUS OF GREEK
MYTHOLOGY, THE AUGEAN STABLES HOUSED THREE THOUSAND OXEN AND
“HAD NOT BEEN CLEANED FOR THIRTY YEARS. EURYSTHEUS DID NOT HAVE

* THE WHEREWITHAL TO CLEAN THE STABLES HIMSELF, BUT HE DID
POINT OUT THE PROBLEM TO HERCULES, WHO CLEANED THEM BY DIVERTING
THO RIVERS. ' ,
IN SIMILAR VEIN, 1 CAN ONLY HOPE THAT SOME OF YOU WILL
TAKE ON THE HERCULEAN TASK OF CLEANSING THE LEGAL PROFESSION.
THIS IS WELL WGRTH THE EFFORT, EVEN IF YOU HAVE TO DROWN A
FEW OXEN IN THE PROCESS.
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THIS STATEMENT REFLECTS THE VIEWS OF THE
AUTHOR AND DOES NOT NECESSARILY REFLECT
THE VIEWS OF THE SECRETARY OF THE NAVY
OR THE DEPARTMENT OF THE NAVY.

STATEMENT OF
ADMIRAL H. G. RICKOVER, U. S. NAVY
, TO THE
MONOPOLY SUBCOMMITTEE
OF THE
SENATE SMALL BUSINESS COMMITTEE
ON

DECEMBER 19, 1977
GOVERNMENT PATENT POLICY

Thank you for inviting me to testify. For the past thirty
years I have been responsible for the research, development,
procurement, production, operation, and maintenance of the
nuclear propulsion plants in U.S. Navy warships. During World
War 11, I was responsible for the design, procuremert, and
operation of the Navy's shipboard electrical equipment. My
comments today with respect to Government patent policy are,
therefore, based on extensive dealings with various segments
of American industry for about forty years.

The basic presumption in most laws concerning Government
patents is that the Government retains title to patents
developed at public expense. But, today, many Government
agencies routinely grant contractors exclusive tigﬁts to
these patents. I do.not believe this practice is in the
public interest. It promotes greater concentratibﬂ of
economic power in the hands of large corporétions; it impedes

the development and dissemination of technology; it is costly
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to the taxpayer; and it hurts small business. In my view, the
rights to inventions developed at public expense should be
vested in the Government and made available_for use by any
U.S. citizen.

" Under our patent laws, thg holder of a patent enjoys a
17-year monopoly. During this time, he can prevent others
from using the invention;' he can license the invention and
charge royalties; or he cen manufacture and market the inven-
tion as a sole source supplier. If the invention is worthwhile,
he is in a position to mgke exorbitant profits.

Patents are a survi§a1 of so-called letters patent which
were issued in large numbers during the Middle Ages and through
the Age of Mercantilism. These were open--hence the word
"patent" --royal letters announcing to one and all that the
possessor had been given exclusive rights by the monarch to
some specified office, privilege, or commercial monopoly. -

Originally, the purpose of letters patent granting
industrial or trade monopolies was to promote the public
interest; that is, to expand the nation's industry and trade--
its national economy. It was then believed that the best,
if not the only way, to induce people to invest large capital
sums in new industries or trading ventures was to guarantee
them freedom from competition, that is, to grant them a
monopoly.

In time, the public interest came to be disregarded by

.monarchs., They granted letters patent to court favorites or
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sold them to the highest bidder in order to enrich themselves,
In the reigh of James I, the English Parliament finally put an
end,;o the whole system of private monopolies and privileges
through the 1624 Statute of Monopolies.

One type of letters patent was allowed to survive, the
patent granted to invéntors. For a limited time, a mbnopoly
under the patent was allowed in order to en;ourage inventors
to invest their brains, time, and money in research. It was
Selieved that this was the best, if not the only, way to
induce people to produce inventions. These basic ideas were
subsequently incorporated into our own first patent law of 1790.

While there are flaws in our patent syétem, I can see
why the Government grants patent protection to private inter-
ests who invest their own time and money in making inventions.
But the patent situation today is quite different from what
it was in 1790. At that time, a patent was a matter that
concerned the individual primarily; individuals in a preindustrial
age were developing single items. Today, the development of
patents generally involves iarge organizations and corporations.

The U.S. Government alone is currently spending--in fiscal
year 1978--nearly $26 billion for research and development. To
grasp the signific;nce of this sum, bear in mind that the total
expenditures of the U.S. Government for the 1ll-year period,

1789 to 1800, was less than $6 million. It was not until
1917 that the entire Federal budget reached $1 billion.
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Over the years I have frequently wondered whether, in
this modern industrial age, patents are as important to
indqstrial organizations as would appear from the statements
madé by the patent lawyers. It is probable théz they are
overemphasizing the present-day value of patents and it is
quite possible our industry might not be hurt nuch 1f ve.
restricted the items that could be patented.

I believe that today the important factor for an indus-
trial organization is the know-how develgped by it--the trade
secrets and the techniques; these are not patentable qualities.
They are things which are inherent in a company, in its
methods; in its management and trained employees; in the kind
of machine tools it has; how it  uses these tools; dnd so on.

Up to the advent of the Atomic Energy Commission in 1946,
and the Space Agency in 1958, mosfhdovernment research and
development consisted essentially of adaptations to existing
technology. That is, an industrial organization would be
called upon by the Government to take an item that it had
already developed over & period of many years and modify it.
But todA;;-in many areas, the Government is in the forefront
of technologic;l development. As a'result, it is actually
the public that is financing development of entire new
technologies. It is wrong, in my opinion, for the Government
to grant a contractor exclusive rights for 17 years to

inventions developed with publié funds.
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There are those, notably Government contractors, and
patent lawyers in and out of Government, who have argued the
opposite--that the Government shou}d grant to contractors
exclusive rights'to publicly financed“inventions. From what
1 héve seen the patent lobby'consi;;s ;rimarily of a body of
shrewd, so-called experts who have been ﬂeedlessly confusing
the simple principles on which the patent law rests. They
have been successful to the point that today many Government
agencies are giving away Government patent rights.

The Department of Energy continues to operate undeér
patent regulations which were inherited from the Energy
Research and Development Administration (ERDA). The ERDA
regulations are a good example of how the obvious intenf qf a
Federal law can -be stood on its head by a Government agency. _
ERDA'S résponsibilities were set forth in the Atomic Energy Act ™
of 1954 and in the Non-Nuclear Energy Act of 1974. Both of
these laws remain in effect and applicable to the Department
of Energy. .

Under the-Atomic Energy Act, the.qugynment, historically,: -
retained patent rights to publicly-financed inventions. That also
seemed to be the legislative intent behind enactment of the
Non-Nuclear Energy'Act of 1974, The Congressional éonferenge
report for that Act, states:

"Government patent policy carried out under the NASA

and AEC Acts and regulations, and the Presidential
Patent Policy statement with respect to energy
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technology, has resulted in relatively few waivers
or exclusive licenses in comparison with the number
of inventions involved. The conference committee
expects that similar results will be obtained

under Section 9 (of the Non-Nuclear Energy Act)."

However, under the Atomic Energy Act and the Non-Nuclear
Energy Act, the Department of Energy has authority to waive
the Government's patent rights. The Government patent lawyers
have prepared a regulation which actually invites contractors

. to request waivers, and urges the agency to approve them.
The regulation states:

", ..To accomplish its mission, ERDA must work in

cooperation with industry in the development of new

energy sources and in achieving the ultimate goal of
widespread commercial use. ...An important incentive

in commercializing technology is that provided by

the patent system. As set forth in these Regulationms,

patent incentives, including ERDA's authority to

waive the Government's patent rights to the extent

provided for by statute, will be utilized in

appropriate situations at the time of contracting

to encourage industrial participation, foster

commercial utilization and competition and make the

benefits of ERDA's activities widely available to

the public.” '

This regulation also states that each potential contractor
should be notified at the time of bid solicitation that he may
request the Government to waive its patent rights, and that a
request for waiver.will not be considered as an adverse factor
in evaluating bids., '

With these new regulations the number of waiver requests
in the energ? field has increased dramatically. In Fiscal
Year 1975, the Energy Research and Development Administration

reported receiving two walver requests; in Fiscal Year 1976,
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the number increased to 106. No doubt the number will continue
to grow geometrically as the patent lobby pushes this policy.’

. To the extent a Government agency is not bound to the
.contrary by the provisions of a statute, it is suﬁpdsed to be
guided by the Presidential patent policy memorandum issued by
President Nixon in 1971. This policy memorandum attempts in
broad terms to strike a middle ground between giving away and
retaining Government patent rights. However, like most attempts
to reconcile irreconcilable positions, it has failed. The
wording is so broad and so vague that agencies can construe
what they wish from the memorandum. The Department of Defense’
routinely gives patents away. The General Services Administration
has published procureﬁentAfegulations.for most other Government
agencies, which do the same. .

The patent lobby would have us believe that if comp;pies
are not guaranteed exclusive patent rights, they will po%
accept Government contracts. Obviously, if given a choice,
most contractors would like .the Government to give thenm '
exclusive rights to all patents that might result from
Government contracts. But very few firms would, in my opinion
and from my experience, reject Government business if the}
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given :
These rights are not .all that important to most firms
The Atomic Energy Commission'operated successfully for mors

than 25 years under a policy whereby the Government retainetl
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-title to inventions developed under AEC contracts. That
agency had little trouble finding contractors and.did an
excellent job of developing .technology. Likewise, I have no
trouble finding contractors :even though they know they will
.not receive patent rights on my Nuclear Propulsion Program
contracts. _

From what I have seen, most of the people who actually
run the companies are interested primarily in profifs and in
‘the technology,. experience, and know-how that comes from
performing the contracts. This technology, experience, anq
_know-how is what helps the company get future Government aﬂd
commercial contracts. Several.studies, including a 1968
study by the Committee on Government Patent Policy, confirm
that ownership of patents is usually not a major factor when
~companiesidecide what work to accept; that companies are
interested primarily in how much money they can expect to
make, and what they can learn.

-~ Contractor lobby groups typically use the threat of
refusing-to take Government work when they try to persuade
~Congress'to eliminate procurement safeguards or to take
- other actions that will benefit industry. The Defense
contractor 1ob6y, for .example, has made similar threats year
after year in relation to the.Truth-in-Negotiations Act, the
Cost Accounting Standards Board, the Renegotiation Board, and

so on. They say that defense contractors will leave the
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business unless the Defense Department increases profits or
relaxes regulations. Yet, year after year, these very same
defense contractors lobby Congress and the Defense
Department for more business. Their actions belie their
words; and this is also the case with respect to patents.

While companies contend that they should have the right
to the inventions they make at Government expense, they apply
an exactly opposite principle in dealing with their own
employees and subcontractors. Emplbyees are required to give
their employer the rights to any inventions that they conceive
on the job. Toward their employees and subcontractors, the
companies' practice is that the one who pays for an invention
should own it. But in dealing with the Government; they
contend that the one who actually made the invention should
own it, not the one who paid for it. Thi; is a classic
example of "Heads, I win. Tails, you losé." It is also an
example of the double-talk which has caused the public to
hold business in such low esteenm. -

The patent lobby contends that contractors must be given
exclusive patent rights to inventions developed under
Government contracts or they will not invest in production
facilities or in the fut?re research and geveiopment WOTrk
needed to‘commercialize ;n invention. This is one of the
main arguments being used in promoting a giveaway patent

policy.

92-529 0 - 82 - 9
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It is nonsense to think that our technological growth
will suffer unless contractbrs get exclusive rights to patents
generated under Government contracts, From what I have seen
over many years, the vast majority of patents both iﬁ and out
of the nuclear industry are of little or no significance.

Some individuals obtz2iun patents as evidence of achievement,
nuch as Boy Scouts collect merit badges. ' Their ideas might
be patentable, but nothing worth pursuing.

Large corporations file numerous patents that are not
great new developments, but minér improvehents or design
features. Often they file these patents simply to discourage
competitors or potential competitors--particularly small
firms--from trying to enter the market. And if someone wants
to challenge the validity of any of these patents, it can take
hundreds of thousands of dollars and years of litigation. A
high percentagé of patents contested in court are ruled
invalid. But not many firms are willing or able to sustain
such a challenge. Thus, thesé patents tend to discourage
competition.

Obviously, there are patents that do represent useful
ideas. However, even without a patent, many of these inventions
would be discovered and adopted in the marketplace based on
their merits. In such cases, rather than motivating individuals‘
or companies to come up with new ideas, the patent system has

actually become a process for determining which of many
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firms first conceived an jdea, and is therefore entitled to

the royalty. If one company did not generate the idea

ariother firm would have because of the nature of the work

being done. Often, identical ideas crop up almost simul-
taneously in different companies. Further, many good ideas

can be implemented or "commercialized," without special
investment in R&D or new facilities. Or, they are sufficiently
promising that companies will invest in them without patent
protection.

There may be a few inventions arising under Government
contracts which, in the absence of exclusive pateﬁt rights
given to the contractor, might not be disseminateg and used.
The question then arises: 1Is it really wofthwhile for the
Government to promote the invention? Perhaps the idea is not
all that good. Moreover, if the Government should decide it
is in the public interest to promote or "commercialize" a
particular invention, it might be better if the Government
itself paid for further development, and made the results
available to all citizens instead of granting to one
contractor exclusive rights to the invention. And who is to
say, in cases where the Government patents are waived, that
the company performing the ;ontract should automatically and
exciusively get these rights. Since large corporations get
the major share of Government contracts, they would be the

ones to benefit most from such a practice.
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The concept of granting a patent--a legal monopoly--is
to encourage inventors to conceive new inventions, not to
guarantee & market for alrcady existing inventions. But
companies now want to have their marketing develoﬁment costs
guaranteed by having a patent monopoly on Government-financed
inventions. Since the public has paid fof th> development of
the invention, the risks of marketing it should be no different
in principle from other risks that are inherent in a true free
enterprise system. How is the risk of marketing a publicly-
financed invention different from the risk a man takes when he
opens a new grocery or hardware store on a corner where none
existed before? We would be going still further i? abandoning
our so-called free competitive enterprise system if we
guaranteed legal monopolies for what are essentially normal
business risks. »

The patent lobby contends that, under a giveaway patent
policy, the public is protected because the Government would
have '"march-in' rights. Under this concepi, contractors who
have been given exclusive patent rights to inventions
developed under Government contracts would be required to
submit reports explaining their efforts to commercialize the
inventions. 1If a contractor‘did not commercialize the
invention to the Government's satisfaction, the Government
would then exercise its "march-in" rights and take the patent

rights back or license it to others.
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This concept sounds good in principle. But, the patent
lawyers well know that this is a cosmetic safeguard; it offers
no .real protection for the public. To administer such a
program would require a large Government bureaucracy to
receive, review, audit, and act upon contractor reports
throughout the 1life of each patent. Currently, the Goverament
would have to track contractor activity on about 30,000
unexpired patents. If the Government ever tried to reclaim
its patent rights, more administrative effort, and probably
much litigation would be involved.

In the real world, no one in Government would ever
undertake this task; nor should they. Government agencies
should concentrate on their proper functions rathe} than wasting
time trying to keep track of how well contractors are promoting
and commercializing patents.

It is relevant to note that, although Presidential patent
policies since 1963 have required the Government to retain
"march-in" rights where the principal or exclusive rights to
a patent remain with the contractor, the Federal Council on
Science and Technology reports that,ras of December 1975, the
Government has never exercised these rights.

The patent lawyers have observed that the number of
patented inventions resulting from Federal funding is very
small compared with the number generated by industry with
their own funds. They attribute this, in part, to "the small

incentive provided by present Federal patent policy."
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I believe the lower number of inventions reported under
Government contracts does not show a stifling of inventions
under Governmeﬁt contracts. In fact, most of the major
advancements in technology in the past 20 years have comé’in'
areas where the Government invested heavily, such as space,
defensé, and nuclear energy.

The lower number of Government-owned patents results from
other factors, such as failure of contractors to report the
inventions they develop under Government contracts; the patent
rights giveaway policy followed by various Government agencies;
and the Governmen;'s "Independent Research and Development"
program. ’

I have found cases where contractors filed patent appli-
cations for themselves on items that were concei&ed and
developed under Government contracts. These come to light
only because, by law, patent applications in the field of
atomic energy must be reviewed by the Department of Energy
and because in my area I insist on.having them reviewed. In
areas outside the field of atomic energy, there is no way for
Government aéencies to determine whether contractors are
claiming, as their own, patents which rightfully belong to
the Government. )

The relatively small number of Government patents stems
from the very fact that the Government has been giving them
away; they have been patented by the contractors. The' -

Defense Department, for example, does not acquire patent
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rights under production contracts. It retains patent rights only
under contracts characteracterized as "research." Even under R§D
contracts the Defense Department has criteria for giving away
Government patent rights.

In my opinion, the Government's rights to patents
developed at public expense should not depénd on some
arbitrary distinction between "research'" and "production."
Often the best ideas and technology come during manufacture
of a.product,'rather than from the research and development
work that preceded it. The Government should retain patent
rights on Government contracts, regardless of the nature of
the work, whenever the invention was develpped at Government
expense. . ;

Another reason for -the small number of Government patents
is that contractors automatically get title to patents
developed under the Government's so-called "Independent
Research and Development" (IR§D) p}ograms--even though all or
nearly all of these costs are paid for by the Government. The
Defense Department alone spend§ about $1 billion annually on
this program, but the patents developed d? not have to be
reported to the Government.

Under present rules, any U.S. citizen, for a nominal fee,
can get a non-exclusive license to use a Government-owned
patent. There has been little demand for these non-exclusive
licenses; but that does not mean the invention is not being

used, as members of the patent lobby contend.
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The reasons for the Government to patent its inventions
are primarily defensive: to ensure that the Government is
not subsequently barred by a private patent from using an
innention whose ‘development the Government itself paid for;
to prevent the establishmentlof a private monopoly for an
invention developed at Government expense; and to make the
invention freely available te the public. If these same ends
could be achieved by "defensive publication'--that is, by
publishing information in a manner that would preclude others
from patenting it--the public interest wonld be served as well
as if the Government actually patented the invention.

This Committee will, I am sure, be lobbied to death by
contractors and patent lawyers--both in and out of Government.
There will be speeches extolling the virtues of a giveaway
patent policy in relation to the patent system; the free
enterprise system; the nation's declining technological
growth; and the problems of small business. These are the
standard speeches which lobbyists tailor to fit special
occasions.

But here, the policy they advocate is contrary to the
principles of free enterprise and competition. Rather than
giving everyone in the marketplace equal access to publicly-
financed inventions, they are edvocating that the Government.
restrict the use of an invention to one company.

Small business, for its own advantage, should be against

a giveaway patent policy. The vast proportion of Government
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business goes to large contractors. In Fiscal Year 1976, 50
percent of the -total dollar .value of research and development
contracts placed by -the Department of Defense went to only
ten large corpofatibns. In Fiscal Yehr;1977, two-thirds of
the $35 - $40 billion defense procuremeﬂt budget went to the
top 100 contractors. As conglomerates expand, this concen-
tration continues to increase. If the rights to Government-
financed inventions are given away to contractors, the
Government itself will be promoting the concentration of
economic power in the hands of a few large conglomerates.

To appreciate fully the implications of a giveaway
Government patent policy, one need only consider a hypothetical
case. Suppose, with the vast sums of Government'ﬁoney that
will be spent in efforts to find solutions to the energy
problems, a contractor, at public expense, develops a

. technological breakthrough. What would an ordinary taxpayer
think when he learned that this company couid, for 17 years,
legglly control the dissemination, use, and pricing of this
inv;ntion? ' i

For the reasons I have stated, I selieve that the
Government should have a strict policy of retaining, for all
citizens, the rights to patents developed at taxpayer expense.
Specifically, I recommend the following:

1. All Government agencies should be required by law to retain
patént rights, except in exceptional circumstances, to

all inventions developed at Government expense.
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Prior to a Government agency waiving the Government's
rights to any patent, the Attorney General should be
required to make a written determination that the waiver
is required fo_obtain performance of work essential to
the mission of the agency and that granting the waiver
will not adversely affect competition oy smali business.
All inventors should be required to certify on their
patent applications that the invention was developed
under a Government contract and duly reported; or that
the invention was not developed under Government contracts.
Criminal penalties should be provided for individuals or
contractors who file, as their own, patents tﬁat have

been developed at Government expense.
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THIS STATEMENT REFLECTS THE VIEWS OF THE
AUTHOR AND DOES NOT NECESSARILY REFLECT
THE VIEWS OF THE SECRETARY OF THZ NAVY
OR THE DEPARTMENT OF THE NAVY.

ZTAEEMENT OF
ApmiraL H.G. Rickover, U.S, Navy
. TO THE i
SUBCOMMITTEE ON THE CONSTITUTION

OF THE
SENATE COMMITTEE ON THE JUDICIARY

June 6, 1979
UNIVERSITY AND SMALI BusinNess PATEMT Procepures AcT

THANK YOU FOR INVITING ME TO TESTIFY ON "THE UNIVERSITY
AND SMALL Business PATENT ProceDpures Act.” ’

ONE STATED PURPOSE OF THE BILL IS TO ESTABLISH A UNJFORM
FEDERAL PATENT PROCEDURE FOR SMALL BUSINESSES AND UNIVERSITIES,
As I UNDERSTAND IT, THE BILL PROVIDES THAT, IN ALMOST ALL
CASES, SMALL BUSINESSES AND UMIVERSITIES MAY ELECT TO RETAIN
TITLE TO INVENTIONS DEVELOPED UNDER THEIR GOVERNMENT CONTRACTS;
THE COVERNMENT KEEPS A NONEXCLUSIVE LICENSE TO USE THE
INVENTION FOR GOVERNMENT PURPOSES, | !

IF THE GOVERNMENT SUBSEQUENTLY DETERMINES THAT THE
CONTRACTOR IS NOT EFFECTIVELY TAKING STEPS TO ACHIEVE
PRACTICAL APPLICATION OF THE INVENTION WITHIN A REASONABLE
TIME, THE GOVERNMENT WOULD HAVE SO-CALLED "MARCH-IN RIGHTS",
UNDER WHICH THE GOVERNMENT CAN REQUIRE THE PATENT HOLDER TO
LICENSE THE INVENTION TO OTHERS,

I 1N 10 YEARS A SMALL BUSINESS| OR UNIVERSITY MAFES MORE
THAN $250,000 1N AFTER-TAX PROFITS FROM LICENSING THE
INVENTION, oR $2,00G,000 oN SALES OF PRODUCTS INCORPORATING
THE IRVENTION, THE GOVERWMENT IS ENTITLED TO A SHARE OF ALL
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ADDITIONAL PROCEEDS UP TO THE AMOUNT OF GOVERNMENT FUNDS
SPENT IN MAKING THE INVENTION,

IN MY OPINION, GOVERNMENT CONTRACTORS - INCLUDING SMALL
BUSINESSES AND UNIVERSITIES - SHOULD NOT BE GIVEN TITLE TO
INVENTIONS DEVELOPED AT GOVERNMENT EXPENSE. THESE INVENTIONS
ARE PAID FOR BY THE PUBLIC AND THEREFCRE SHOULD BE AVAILABLE
FOR ANY CITZEN TO USE OR NOT AS HE SEES FIT,

IN PRIVATE INDUSTRY, THE COMPANY THAT PAYS FOR THE WORK
GENERALLY GETS THE PATENT RIGHTS, SIMILARLY, COMPANIES
GENERALLY CLAIM TITLE TO THE INVENTIONS OF THEIR EMPLOYEES
ON THE BASIS THAT THE COMPANY PAYS THEIR WAGES. IN DOING
BUSINESS WITH THE GOVERNMENT, HOWEVER, THESE SAME COMPANIES
REVERSE THE STANDARD, CONTENDING THAT THE PATENT RIGHTS SHOULD
BELONG TO THE ONE WHO COMES UP WITH THE IDEA, NOT THE ONE
WHO FOOTS THE BILL.

IN RATIONALIZING THEIR CLAIM FOR TITLE OR EXCLUSIVE
RIGHTS TO GOVERNMENT FINANCED INVENTIONS, CONTRACTORS OFTEN
USE THE AGE OLD ARGUMENTS OF THE PATENT LOBBY; THEY CLAIM
THAT THE GOVERNMENT 1S STIFLING TECHNOLOGY BY RETAINING TITLE
TO APPROXIMATELY 25,000 PATENTS; THAT THESE PATENTS REFLECT
WORTHWHILE IDEAS THAT ARE NOT BEING USED; THAT WITHOUT '
PATENT PROTECTION COMPANIES WILL NOT COMMERCIALIZE THESE
INVENTIONS; AND THAT THE PUBLIC THEREFORE DOES NOT GET THE

'BENEFIT OF THE GOVERNMENT's R&D EXPENDITURES,
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. GENERALLY, THESE ARE THE ARGUMENTS OF PATENT LAWYERS,
CONTRACTORS, AND THOSE UMABLE TO FIND SPONSORS FOR THEIR
INVENTIONS, TRULY GOOD IDEAS TEND TO BE USED. THE REASON
SO MANY GOVERNMENT-OWNED AND PRIVATELY-OWNED PATENTS ARE NOT
USED STEMS FROM CONSIDERATIONS OTHER THAN .THE NEED FOR
‘MONOPOLY PATENT RIGHTS,

A VAST MAJORITY OF PATENTS ARE OF LITTLE OR NO
SIGNIFICANCE, MANY COMPANIES SEEM TO FILE PATENTS DEFENSTVELY;
MEANING THAT THEY FILE NUMEROUS PATENTS FOR MINCR DETAILS
PRIMARILY TO KEEP SOMEONE ELSE FROM GETTING A PATENT IN THAT
AREA OR TO DISCOURAGE POTENTIAL COMPETITORS. SOME PEOPLE
FILE PATENTS AS STATUS SYMBOLS; OTHERS SIMPLY MISJUDGE THE
ATTRACTIVENESS OF THEIR IDEAS, THE PATENT OFFICE ITSELF, WHEN
IN DOUBT, TENDS TO PATENT QUESTIONABLE ITEMS ON THE ASSUMPTION
THAT, IF THE PATENT BECOMES ¥MPORTANT, THE VALIDITY OF THE
PATENT CAN BE TESTED IN COURT,

FINALLY, IT IS ALMOST IMPOSSIBLE TO TELL THE EXTENT Td
WHICH PATENTED INVENTIONS ARE BEING USED, PARTICULARLY IN
THE CASE OF GOVERNMENT-OWNED PATENTS. GOVERNMENT AGENCIES
DO NOT HAVE A REASON TO SEARCH FOR PATENT INFRINGEMENT. THE
GOVERNMENT, UNLIKE PRIVATE PARTIES, GENERALLY HAS NO DESIRE
TO PREVENT OTHERS FROM USING ITS INVENTIONS, THE REASONS THE
GOVERNMENT SHOULD TAKE TITLE TO THESE INVENTIONS ARE PRIMARILY
TO ENSURE THE GOVERNMENT IS NOT SUBSEQUENTLY EARRED BY
SOMEONE ELSE’S PATENT FROM USING THE IDEA; TO PRECLUDE THE
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ESTABLISHMENT OF A PRIVATE MONOPOLY FOR A PUBLICLY FINANCED
INVENTION; AND TO ENSURE THE PUELIC HAS EQUAL ACCESS TO
THESE INVENTIONS,

PATENTS ARE GENERALLY INCIDENTAL TO GOVERNMENT RESEARCH
AND DEVELOPMENT WORK, NOT ITS PRIMARY PURPOSE. WHEN 1 PLACE
ANAR&D CONTRACT FOR A NEW DESIGN REACTOR,’ IT 1S PRINCIPALLY
TO WORK OUT THE DETAILS OF A DESIGN AND TO IDENTIFY AND
 RESOLVE THE PROBLEMS OF DESIGN, MANUFACTURE, AND OPERATION,
IF PATENTABLE INVENTIONS ARISE IN THE COURSE OF THIS WORK, °
THEY GENERALLY INVOLVE ONLY SMALL DESIGN FEATURES, NOT
ENTIRELY NEW CONCEPTS. THE BILL HOWEVER SEEMS TO BE BASED
ON THE NOTION THAT THE GOVERNMENT~OWNED PATENTS ARE
PREDOMINANTLY GOOD IDEAS WHICH GOVERNMENT AGENCIES SHOULD
TRY TO FORCE OUT INTO THE MARKET PLACE. THE BILL STATES
“IT IS THE POLICY AND OBJECTIVE. OF THE CONGRESS TO USE THE
PATENT SYSTEM TO PROMOTE THE UTILIZATION OF INVENTIONS
ARISING FROM-FEDERALLY SUPPORTED RESEARCH OR DEVELOPMENT,...”
AND TO "“PROTECT THE PUBLIC AGAINST NON-USE OR UNREASONABLE
USE OF INVENTIONS.,” (EMPHASIS ADDED) _

UNDER THIS BILL, GOVERNMENT AGENCIES WOULD BE EXPECTED
TO PROMOTE ACTIVELY THE INVENTIONS THAT IT NOW OWNS AND THOSE
THAT ARISE UNDER NEW CONTRACTS. THE BILL FURTHER REQUIRES
THAT THE GENERAL AccounTine OFFICE AUDIT THESE AGENCIES
ANNUALLY AND REPORT TO THE CONGRESS ON THEIR PROGRESS IN
THIS EFFORT,
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IN MY OPINION, THE BILL OVEREMPHASIZES THE IMPORTANCE
OF PATENTS AND, IF ENACTED, WOULD TEND TO DIVERT ATTENTION
AND RESOURCES OF THE GOVERWMENT AGENCIES AWAY FROM THEIR
MAIN FUNCTIONS. MOST AGENCIES HAVE ENOUGH TROUBLE DOING
THE JOB THEY WERE ESTABLISHED TO DO; THEY SHOULD NOT BE
REQUIRED TO SPEND THEIR TIME AND RESOURCES TRYING TO PROMOTE
PATENTS OF DUBIOUS VALUE. | BELIEVE THAT THE DECISION TO
USE OR NOT USE GOVERNWMENT FINANCED INVENTIONS IS ONE BEST
LEFT FOR THE PRIVATE SECTOR,

THE BILL INCLUDES SOME SAFEGUARDS WHICH [ BELIEVE WOULD
BE CUMBERSOME AND INEFFECTIVE, THE FIRST INVOLVES THE
GOVERNMENT'S ABILITY TO FORCE WIDE SPREAD LICENSING UNDER
ITS SO-CALLED "MARCH-IN" RIGHTS, IF A CONTRACTOR WHO HOLDS
TITLE TO A GOVERNMENT FINANCED INVENTION WERE NOT SATISFACTORILY
DEVELOPING AND PROMOTING IT. THE GOVERNMENT HAS HAD MARCH-IN
RIGHTS SINCE 1963, BUT TO MY KNOWLEDGE HAS NEVER USED THEM.
To BE IN A POSITION TO EXERCISE THESE RIGHTS A GOVERNMENT
AGENCY WOULD HAVE TO STAY INVOLVED IN THE PLANS AND ACTIONS
OF ITS PATENT HOLDERS AND CHECK UP ON THEM, IF A GOVERNMENT
AGENCY EVER DECIDED TO EXERCISE ITS MARCH-IN RIGHTS AND THE
PATENT HOLDER CONTESTED THE ACTION, NO_DOUBT THE DISPUTE
COULD BE LITIGATED FOR YEARS, FOR THIS REASON | BELIEVE
THIS SAFEGUARD IS LARGELY COSMETIC, IT WOULD RESULT IN MUCH
ADDITIONAL PAPERWORK BUT WOULD PROBABLY BE USED NO MORE
THAN IN THE PAST,
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A SECOND CUMBERSOME AND PROBABLY INEFFECTIVE SAFEGUARD
INVOLVES THE PROVISIONS FOR RETURN OF GOVERNMENT INVESTMENT.
THE PROPOSED PROCEDURE INVOLVES KEEPING TRACK OF HOW MUCH
THE GOVERNMENT INVESTED IN THE INVENTION AND WHAT AFTER-TAX
PROFITS A CONTRACTOR HAS MADE OVER A TEN YEAR PERIOD FROM
LICENSING AGREEMENTS OR DIRECT MANUFACTURING ASSOCIATED WITH
THE INVENTION. SINCE THERE ARE NO FIRM STANDARDS FOR
CALCULATING THESE FIGURES, THE LIKELIHOOD OF MANIPULATION
AND DISPUTES IS GREAT. TO COMPLY WITH PROVISIONS OF THIS
BILL, GOVERNMENT AGENCIES WOULD HAVE TO SET UP ORGANIZATIONS;
ISSUE AND IMPLEMENT REGULATIONS; PROMOTE PATENTS; REVIEW AND
AUDIT CONTRACTOR PATENT DEVELOPMENT AND UTILIZATION PLANS;
INTERVENE WHEN THESE PLANS ARE NOT CARRIED OUT; NEGOTIATE
AGREEMENTS; AUDIT BOOKS AND RECORDS, | BELIEVE THAT THESE
REQUIREMENTS WILL BE EFFECTIVE ONLY IN ADDING MUCH UNNECESSARY
PAPERWORK, )

CONTRACTORS AND PATENT LAWYERS OFTEN CLAIM THAT
CONTRACTORS WILL DECLINE GOVERNMENT WORK IF THEY ARE NOT
GIVEN TITLE TO PATENTS THEY DEVELOP UNDER THE GOVERNMENT
CONTRACT, My EXPERIENCE HAS BEEN THAT GOVERNMENT PATENT
POLICY IS RARELY THE DOMINENT FACTOR IN COMPANY DECISIONS
TO ACCEPT OR REJECT WORK. BUSINESSMEN TEND TO VALUE THE
TANGIBLE BENEFITS OF PROFITS AND TECHNICAL KNOW-HOW FROM
GOVERNMENT ORDERS MORE THAN THE SPECULATIVE BENEFITS OF
PATENT RIGHTS, FOR MORE THAN 30 YEARS | HAVE BEEN ABLE TO
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OBTAIN THE R&D AND MANUFACTURING WORK NEEDED FOR THE NAVAL
NUCLEAR PROPULSION PROGRAM WITHOUT HAVING TO GIVE AWAY
GOVERNMENT PATENT RIGHTS, - - )

ALTHoueH SH14 s SUPPOSED TO BE ABOUT UNIVERSITIES AND
SMALL BUSINESSES, THERE IS ANOTHER PART OF THE BILL, SecTION
208, WHICH WOULD ESTABLISH PATENT LICENSING PROCEDURES
APPLICABLE TO ALL CONTRACTORS, BOTH LARGE AND SMALL. UnDer
THIS SECTION, GOVERNMENT AGENCIES WOULD BE SPECIFICALLY
AUTHORIZED TO GRANT EXCLUSIVE LICENSES TO USE GOVERKMENT-
OWNED INVENTIONS, UNDER THE BILL, THE GENERAL SERVICES
ADMINISTRATION 1S AUTHORIZED TO PRESCRIBE THE REGULATIONS
GOVERNING SUCH LICENSING, IN THE PAST, QUESTIONS HAVE ARISEN
AS TO THE LEGAL AUTHORITY OF VARIOUS GOVERHMENT AGENCIES TO .
GRANT EXCLUSIVE LICENSES TO GOVERNMENT OWNED INVERTIONS OR
TO WAIVE THE GOVERNMENT'S RIGHTS TO- TITLE IN SUCH INVENTIONS,
THIS BILL WOULD RESOLVE THESE QUESTIONS IN FAVOR OF BEING
ABLE TO GIVE AWAY GOVERNMENT PATENT RIGHTS,

JUDGING FROM THE PAST-PERFORMANCE OF MANY GOVERNMENT
AGENCIES, THE ATTITUDE OF THE DEPARTMENT OF COMMERCE, AND THE
INFLUENCE OF LARGE.CONTRACTORS IN INDIVIDUAL GOVERWMENT ’
AGENCIES, THERE IS NO DOUBT IN MY MIND THAT THE REGULATIONS
HOULD BE WRITTEN TO ENCOURAGE THE GRANTING OF EXCLUSIVE PATENT
RIGHTS TO GGVERNMENT CONTRACTORS, THE BILL REQUIRES GOVERNMENT
JFFICIALS TO MAKE CERTAIN FORMAL DETERMINATIONS PRIOR TO
SRANTING EXCLUSIVE LICENSES. HOWEVER, THE BILL PROVIDES A

92-529 0 - 82 - 10
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FRAMEWORK UNDER WHICH GOVERNMENT AGENCIES COULD RATIONALIZE
. THE GRANTING OF EXCLUSIVE LICENSES TO LARGE CONTRACTORS,
EITHER BY GETTING GOVERWMENT AGENCIES TO WAIVE ITS PATENT
RIGHTS, ASlAUTHORlZED UNDER SOME OF THE PRESENT LAWS, OR

UNDER THE LICENSING REGULATIONS THAT WOULD EVOLVE UNDER THE
PROPOSED BILL, MANY LARGE CONTRACTORS WOULD BE ABLE TO
OBTAIN--PERHAPS AT THE OUTSET OF THE CONTRACT--TITLE OR
EXCLUSIVE LICENSES TO INVENTIONS DEVELOPED UNDER THEIR CONTRACTS
WITH THE GOVERNMENT, THIS SHOULD BE PROHIBITED. o

THESE LICENSING PROVISIONS OF THIS BILL ARE- IDENTICAL

70 THE LANGUAGE PROPOSED TO THE HOUSE SCIENCE AND TECHNOLOGY
COMMITTEE DURING THE PREVIOUS SESSION OF CONGRESS AS PART OF
A BILL TO PROMOTE TECHNOLOGY. THAT BILL AND A SIMILAR ONE
THAT WAS REINTRODUCED RECENTLY ARE AIMED AT GIVING BOTH

LARGE AND SMALL CONTRACTORS EXCLUSIVE RIGHTS TO INVENTxéns;'
DEVELOPED UNDER THEIR GOVERNMENT CONTRACTS. IT APPEARS THAT
" THESE SAME INTERESTS ARE TRYING TO TAKE_ADVANTAGE"OF THE SMALL
BUSINESS AND. UNIVERSITY TITLE OF S.414 7o ACHIEVE WHAT THEY -
SO FAR HAVE FAILED TO ACHIEVE IN THESE OTHER BILLS:

‘ IN SUMMARY, | BELIEVE THAT INVENTIONS PAID FOR BY THE
GOVERNMENT SHOULD BELONG TO THE PUBLIC, AND ALL CITIZENS SHOULD
WAVE AN EQUAL OPPORTUNITY TO USE THE INVENTIONS, PRIVATE
FIRMS, PARTICULARLY LARGE COMPANIES, SHOULD NOT BE ABLE TO

GET A 17 YEAR MONOPOLY ON INVENTIONS THEY DEVELOP



141

WITH TAX DOLLARS, KHEN GOVERNMENT AGENCIES ROUTINELY GRANT
CONTRACTORS EXCLUSIVE RIGHTS TO USE SUCH INVENTIONS, IT
PROMOTES GREATER CONCENTRATION OF ECONGHIC POWSR IN THE
HANDS OF LARGE CORPORATIONS; IT IMPEDES THE DEVELOPMENT AND
DISSEMINATION OF TECHNOLOGY; IT IS COSTLY TO THE TAXPAYER;
AND IT HURTS SMALL BUSINESS, '

I TESTIFIED IN MORE DETAIL ON THE GENERAL SUBJECT OF
GOVERNMENT PATENT POLICY AS IT AFFECTS SMALL BUSIHESS BEFORE
THE SENATE SHaLL Business Commrttee on Decemser 19, 1977,

WITH YOUR PER!1SSION, MR. CHAIRMAN,' 1 WOULD APPRECIATE HAVING
THAT- STATEMENT INCLUDED AS PART OF MY TESTIMONY TODAY,

I RECOGNIZE THAT DESPITE, MY CONVICTIONS OFf THIS SUBJECT,
THERE OFTEN IS STRONG SENTIMENT IN THE CONGRESS TG DO SOMETHING
SPECIAL FOR .SMALL BUSINESSES OR UNIVERSITIES. IF You Do
DECIDE TO PROVIDE MORE FAVORABLE TREATKENT FOR THEM,
RECOMMEND THAT YOU DO SO IN A MANNER WHICH ENSURES THAT
SMALL BUSINESSES AND UNIVERSITIES, RATHER THAN LARGE
CONTRACTORS, IN FACT HAVE PRIORITY OR AT LEAST EQUAL ACCESS
TO INVENTIONS DEVELOPED AT GOVERNMENT EXPENSE., To
ACCOMPLISH THIS, [ RECOMMEND THAT S. 414 BE MODIFIED AS
FOLLOWS ¥ k

(1) RequIRE THAT THE GOVERWMENT RETAIN TITLE TC ALL
INVENTIONS DEVELOPED AT GOVERNMENT EXPENSE.

(2) GIVE SMALL BUSINESSES AND UNIVERSITIES AN AUTOMATIC
5-YEAR EXCLUSIVE LICENSE TO INVENTIONS THEY DEVELOP UNDER
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THEIR GOVERNMENT CONTRACTS., AT THE END OF THIS PERIOD THE
INVENTICN WOULD FALL IN THE PUBLIC DOMAIN, THIS WoULD

PROVIDE LIMITED PROTECTION BUT NOT A 17-YEAR MonopoLy, IT
WOULD ALSO OBVIATE THE NEED FOR THE.CUMBERSOME SAFEGUARD
PROVISIONS OF THE PRESENT BILL, E.G, "MARCH-IN RIGHTS,”
_* "RETURN OF GOVERNMENT INVESTHENT,” AND THE VAST ADMINISTRATIVE
EFFORT ASSOCIATED WITH THEM.

(3) RevISE THE PREAMBLE TO ELIMINATE ANY IMPLICATION THAT

GOVERNMENT AGENCIES SHOULD (A) ACTIVELY AND INDISCRIMINATELY
PROMOTE ALL INVEHTIOHS ARISING FROM FEDERALLY SUPPORTER
RESEARCH OR DEVELOPMENT, AND (B) “PROTECT THE PUBLIC AGAINST
NON-USE.,,OF INVENTIONS.” OnLY A SMALL PORTION OF THE '
INVENTIONS PATENTED BY GOVERNMENT OR INDUSTRY TURN OUT TO BE
WORTHHHILE, )

(4) PROMIBIT AGENCIES FROM WAIVING THE GOVERNMENT'S
RIGHTS TO TAKE TITLE TO PATENTS DEVELOPMENT AT GOVERNMENT
EXPENSE, WHENEVER SUCH WAIVERS ARE GRANTED, SMALL BUSINESSES
OR OTHER FIRMS ARE FORECLOSED FROM THE OPPORTUNITY TO USE THE
INVENTION, o

(5) PROMIBIT CONTRACTS WHICH AUTOMATICALLY PROVIDE TO
THE CONTRACTOR EXCLUSIVE LICENSES TO ANY INVENTIONS DEVELOPED
UNDER THE CONTRACT, EXCEPT AS INDICATED IN PARAGRAPH (2) ABOVE.
OTHER FIRMS SHOULD AT LEAST HAVE AN EQUAL OPPORTUNITY TO USE
THE INVENTION NON-EXCLUSIVELY OR BID FOR THE EXCLUSIVE RIGHT
TO USE IT, '
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(6) REQUIRE THAT THE COMMERCE DETARTMENT-PUBL!C!ZE THE
AVAILABILITY OF PATENTS TO WHICH THE GOVERMMENT HAS TITLE FOR
A PERIOD OF SIX MONTHS. IF NO ONE REQUESTS A NON-EXCLUSIVE
LICENSE, THE RIGHTS TO AN EXCLUSIVE LICENSE COULD BE GRANTED
TO THE HIGHEST BIDDER WITH SMALL BUSINESSES HAVING PRIORITY
IN THE BIDDING. A

(7) "ELIMINATE THE STATUTORY REQUIREMENT FOR THE GAO TO
CONDUCT AN ANNUAL REVIEW OF AGENCY PERFORMANCE IN THE AREA
OF PATENTS, - IT DOES NOT SEEM APPROPRIATE TO INCLUDE THIS AS A
PERMANENT REQUIREMENT OF THE LAW,

IN MY OPINION THE EFFECTS OF GOVERMMENT PATENT POLICY
ARE CONTINUALLY EXAGGERATED AND OVERPLAYED BY THE PATENT
LAWYERS AND CONTRACTORS WHO HAVE A VESTED INTEREST IN THE
MATTER, PROPOSED CHANGES REGARDING OWNERSHIP AND USE OF
PATENTS DEVELOPED AT GOVERNHENT EXPENSE ARE ALWAYS PRESENTED
UNDER THE BANNER OF HIGH SOUNDING PRIhClPLES AND PURPOSES,
HAVING OBSERVED THIS ISSUE FOR MANY YEARS, | AM THOROUGHLY

"CONVINCED THAT ALMOST ALL OF SUCH PROPOSED CHANGES ARE
CONTRARY TO THE BEST INTERESTS CF THE UNITED STATES,

THE BASIC PRINCIPLE EMBODIED IN PRESENT LAWS IS THAT
THE GOVERNMENT SHOULD HAVE TITLE TO INVENTIONS DEVELOPED
WITH GOVERNMENT FUNDS. THAT IS A SOUND PRINCIPLE I FuLLY
SUPPORT, 1T SHOULD BE MODIFIED, WAIVED, OR OTHERWISE TAMPERED
WITH ONLY FOR COMPELLING REASONS--AND EVEN THEN WITH GREAT
CARE AND IN THE MOST LIMITED WAY NEEDED TO ACCOMPLISH THE

PURPOSE.
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THIS STATEMENT REFLECTS THE VIEWS OF
THE AUTHOR AND DOES NOT NECESSARILY
REFLECT THE VIEWS OF THE SECRETARY OF
THE NAVY OR THE DEPARTMENT OF THE NAVY
STATEMENT OF
ADMIRAL H.G. RICKOVER, U.S. NAVY
T0 THE
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

SEPTEMBER 16, 1980

GOVERNMENT PATENT POLICY

THANK YOU FOR INVITING ME TO TESTIFY oN H.R. 6333 wHicH
PROPOSES SIGNIFICANT CHANGES IN PATENT POLICY, PARTICULARLY FOR
INVENTIONS DEVELOPED WITH PUBLIC FUNDS. BASED ON 40 YEARS EXPERIENCE
IN TECHNOLOGY AND IN DEALING WITH VARIOUS SEGMENTS OF AMERICAN
INDUSTRY, | BELIEVE THE BILL WOULD ACHIEVE EXACTLY THE OPPOSITE
OF WHAT IT PURPORTS, [T WOULD IMPEDE, NOT ENHANCE, THE DEVELOPMENT
AND DISSEMINATION OF TECHNOLOGY. [T WOULD HURT SMALL BUSINESS. [T
WOULD INHIBIT COMPETITION, IT WOULD PROMOTE GREATER CONCENTRATION
OF ECONOMIC POWER IN THE HANDS OF LARGE CORPORATIONS. [T WOULD BE
COSTLY TO THE TAXPAYER,

] REJECT THE NOTION THAT IN ADDITION TO THE EXPERIENCE, PROFITS,
AND OTHER BENEFITS THAT ARISE FROM GOVERNMENT CONTRACTS, CONTRACTORS
SHOULD ALSO BE GIVEN MONOPOLY RIGHTS TO INVENTIONS THAT GROW OUT OF
THESE CONTRACTS. BOTH TECHNOLOGY AND THE PUBLIC
INTEREST ARE BEST SERVED WHEN INVENTIONS PAID FOR BY THE PUBLIC
ARE MADE AVAILABLE FOR ALL CITIZENS WITHOUT ANY LIMITATIONS ON THE
USE OF THESE INVENTIONS.
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THE THRUST OF MOST OF THE PRESENT LAWS GOVERNING PATENT
RIGHTS IS THAT THE -GOVERNMENT SHOULD RETAIN TITLE TO PATENTS
DEVELOPED AT PUBLIC EXPENSE. SECTION SIX OF THE PROPOSED BILL
ENTITLED THE “GOVERNMENT PATENT PoLicy AcT oF 1980 REVERSES THIS
PRINCIPLE SO THAT GOVERNMENT CONTRACTORS WOULD AUTOMATICALLY TAKE
TITLE TO ANY INVENTIONS ARISING UNDER THEIR CONTRACTS WITH THE
GOVERNMENT. FEDERAL AGENCIES COULD RETAIN TITLE TO INVENTIONS
ONLY IN THE LIMITED CIRCUMSTANCES PRESCRIBED BY THE BILL.
THE LANGUAGE OF THE BILL OBFUSCATES THIS END RESULT., THE BILL
' CREATES SEPARATE AND SUPPOSEDLY DIFFERENT RULES FOR TWO BROAD
GROUPS OF GOVERNMENT CONTRACTORS -- “SMALL BUSINESSES AND NON-~PROFIT
ORGANIZATIONS” AND "OTHER CONTRACTORS.” IN THE CASE OF SMALL
BUSINESSES AND NON-PROFIT ORGANIZATIONS, TITLE TO INVENTIONS UNDER
GOVERNMENT CONTRACTS WOULD VEST IN THE CONTRACTOR FROM THE OUTSET.
IN THE CASE OF LARGE CONTRACTORS, THE CONTRACTOR WOULD HOLD TITLE
TO THE INVENTION FOR 4 AND ONE-HALF YEARS, AND IS GUARANTEED AN
EXCLUSIVE LICENSE TO THE INVENTION, IN WHATEVER FIELDS OF USE THE
CONTRACTOR CHOOSES. FOR THE REMAINDER OF THE 17 YEAR LIFE OF THE
PATENT.
THE PROVISION OF THE BILL UNDER WHICH THE GOVERNMENT RECAPTURES
FROM LARGE CONTRACTORS TITLE TO INVENTIONS AFTER 4 AND ONE-HALF
YEARS IS AN EXERCISE IN SEMANTICS -- A RED HERRING BY WHICH THE
" PATENT LOBBY SEEKS TO DISGUISE THE TRUE EFFECT OF THE BILL. FoR
ALL PRACTICAL PURPOSES, THE BILL WOULD GIVE ALL CONTRACTORS, BOTH
LARGE AND SMALL. A 17 YEAR MONOPOLY TO INVENTIONS DEVELOPED UNDER
THEIR CONTRACTS WITH THE GOVERNMENT, '
IN PRIVATE INDUSTRY., THE COMPANY THAT SUBCONTRACTS FOR RESEARCH
AND DEVELOPMENT VIORK GENERALLY RECEIVES THE PATENT RIGHTS TO ANY
INVENTIONS GROWING OUT OF THAT WORK. SIMILARLY, COMPANIES GENERALLY
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TAKE TITLE TO THE INVENTIONS OF THEIR EMPLOYEES ON THE BASIS THAT
THE PATENT RIGHTS BELONG TO THE ONE WHO PAYS THE WAGES. IN DoING
BUSINESS WITH THE GOVERNMENT., HOWEVER, THE PATENT LOBBY CONTENDS JUST
THE OPPOSITE -- THAT PATENT RIGHTS SHOULD BELOKG TO THE ONE WHO COMES
UP WITH THE IDEA, NOT THE ONE WHO FOOTS THE BILL.

THE PATENT INTERESTS HAVE BEEN WORKING BEHIND THE SCENES FOR
MANY YEARS TO PROMOTE THIS IDEA. TWENTY YEARS AGO, THEY TRIED TO
GET CONGRESS TO INCORPORATE A GIVE-AWAY PATENT POLICY IN LEGISLATION
THAT SET UP THE HATIONAL AERONAUTICS AND SPACE ADMINISTRATION (NASA).
CONGRESS WISELY INSISTED THAT THE GOVERNMENT RETAIN TITLE TO
INVENTIONS IN THIS NEW FIELD, JUST AS IT DID IN SETTING UP THE ATOMIC
ENERGY COMMISSION. SINCE THAT TIME., HOWEVER, THE PATENT LOBBY HAS
CONTINUED TO LOOK FOR OPPORTUNITIES TO REVERSE BOVERNMENT PATENT
PoLicy.

IN PROMOTING THE CURRENT BILL, THE PATENT INTERESTS CONTEND
THAT GIVING GOVERNMENT CONTRACTORS PATENT RIGHTS TO PUBLICLY FUNDED
INVENTIONS WILL SOMEHOW HELP TURN AROUND A PERCEIVED DELINE IN
TECHNOLOGICAL INNOVATION AND PRODUCTIVITY IN THIS COUNTRY. THEY
CURRENTLY CLAIM THAT BY RETAINING TITLE TO PUBLICLY FUNDED INVENTIONS
THE GOVERNMENT STIFLES TECHNOLOGY: THAT THE RESULTS OF THE GOVERNMENT'S
LARGE RESEARCH AND DEVELOPMENT EXPENDITURES ARE REFLECTED IN THE
APPROXIMATELY 25,000 PATENTS THE GOVERNMENT PRESENTLY OWNS: THAT THE
PUBLIC IS NOT RECEIVING THE BENEFIT OF THIS TECHNOLOGY BECAUSE ONLY
A SMALL PERCENTAGE OF THESE PATENTS ARE IN USE: AND THAT THE PUBLIC
WILL NOT RECEIVE THE BENEFIT FROM FUTURE RESEARCH AND DEVELOPMENT
UNLESS CHANGES ARE MADE IN THE GOVERNMENT'S PATENT PoLICY. THEY
FURTHER CONTEND THAT IN THE ABSENCE OF PATENT PROTECTION, INDIVIDUALS
AND COMPANIES WILL NOT INVEST IN THE DEVELOPMENT AND MARKETING OF
TECHNOLOGY DEVELOPED UNDER GOVERNMENT CONTRACTS, BUT THAT THIS PROBLEM
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"OULD BE RESOLVED BY GIVING CONTRACTORS THE EXCLUSIVE RIGHTS TO
INVENTIONS DEVELOPED AT GOVERNMENT EXPENSE.
[T IS NONSENSE TO THINK THAT OUR TECHNOLOGICAL GROWTH WILL
SUFFER IF CONTRACTORS DO NOT RECEIVE TITLE TO PATENTS GENERATED UNDER
SJOVERNMENT CONTRACTS. THE IMPORTANCE OF PATENTS IS BEING GREATLY
=XAGGERATED BY THOSE WHO WOULD BENEFIT MOST FROM THE PROPOSED
_EGISLATION: NAMELY, PATENT LAWYERS AND LARGE CORPORATIONS WHO,
/EAR AFTER YEAR, RECEIVE THE LION'S SHARE OF GOVERNMENT RESEARCH
\ND DEVELOPMENT EXPENDITURES,
TRULY GOOD IDEAS TEND TO BE USED EVEN WITHOUT A PATENT. Many
)F THE WORTHWHILE INVENTIONS WOULD BE DISCOVERED AND ADOPTED IN
'HE MARKETPLACE BASED ON THEIR MERITS. IF ONE COMPANY DID NOT
SENERATE THE IDEA, ANOTHER FIRM WOULD BECAUSE OF THE NATURE OF
'HE WORK BEING DONE. OFTEN., IDENTICAL IDEAS CROP UP ALMOST SIMULTANE-
)USLY  IN DIFFERENT COMPANIES. FURTHER, MANY GOOD IDEAS CAN BE IM-
LEMENTED OR "COMMERCIALIZED” WITHOUT SPECIAL INVESTMENT IN R&D oR
EW FACILITIES, OR THEY ARE SUFFICIENTLY PROMISING THAT COMPANIES
VILL INVEST IN THEM WITHOUT PATENT PROTECTION. I[N THESE CASES.
'HE PATENT SYSTEM, RATHER THAN PROMOTING TECHNOLOGY, SIMPLY DETERMINES
HETHER SOMEONE 1S ENTITLED TO EXACT A ROYALTY FOR USE OF THE IDEA.
FROM WHAT | HAVE SEEN OVER MANY YEARS, THE MAJORITY OF PATENTS
IAVE LITTLE SIGNIFICANCE OR MERIT. SOME PEOPLE FILE PATENTS AS STATUS
YMBOLS: OTHERS SIMPLY MISJUDGE THE ATTRACTIVENESS OF THEIR IDEAS.
'HE PATENT OFFICE, WHEN IN DOUBT. TENDS TO PATENT QUESTIONABLE ITEMS
N THE ASSUMPTION THAT, IF THE PATENT BECOMES IMPORTANT. THE VALIDITY
F THE PATENT CAN BE TESTED IN COURT, '
RECOGNIZING THIS, MANY LARGE CORPORATIONS PATENT MINOR
MPROVEMENTS OR DESIGN FEATURES SIMPLY TO DISCOURAGE COMPETITORS OR
OTENTIAL COMPETITORS -- PARTICULARLY SMALL FIRMS -- FROM TRYING TO
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ENTER THE MARKET. TO CHALLENGE THE VALIDITY OF ANY OF THESE PATENTS
CAN TAKE HUNDREDS OF THOUSANDS OF DOLLARS AND YEARS OF LITIGATION.
ALTHOUGH A HIGH PERCENTAGE OF PATENTS CONTESTED IN COURT ARE RULED
INVALID, NOT MANY FIRMS CAN AFFORD THE LENGTHY LITIGATION THAT- IS
REQUIRED TO CHALLENGE A PATENT.

IF{ THE GOVERNMENT WERE TO GIVE ITS CONTRACTORS TITLE TO INVENTIONS
DEVELOPED AT PUBLIC EXPENSE, IT WOULD BE DISCOURAGING COMPETITION
AND MAK&NG IT EASIER FOR LARGE BUSINESSES TO FREEZE OUT THEIR SMALLER
COMPETITORS., THE ESSENCE OF AN INDUSTRIAL ORGANIZATION IS THE KNOW-
HOW DEVELOPED BY IT -- THE TRADE SECRETS AND THE TECHNIGUES: THESE
ARE NOT PATENTABLE QUALITIES. THEY ARE THINGS WHICH ARE INHERENT
IN A COMPANY, IN ITS METHODS, IN ITS MANAGEMENT AND TRAINED EMPLOYEES.
IN THE KIND OF MACHINE TOOLS IT HAS, HOW IT USES THESE TOOLS: AND SO
ON. ‘

' Iles OFTEN SAID THAT UNLESS THE GOVERNMENT GIVES AWAY ITS PATENT
RIGHTS, {COMPANIES WILL REFUSE GOVERNMENT CONTRACTS.

GOVERNMENT PATENT POLICY IS RARELY THE DOMINANT FACTOR IN

COMPANY DECISIONS TO ACCEPT OR REJECT WORK. THE TANGIBLE BENEFITS OF
PROFITS AND TECHNICAL KNOW-HOW FROM GOVERNMENT ORDERS ARE FAR MORE
VALUABLE TO MOST CONTRACTORS “THAN THE SPECULATIVE BENEFITS OF PATENT
RIGHTS. FOR MORE THAN THIRTY YEARS | HAVE BEEN ABLE TO OBTAIN THE

R&D AND MANUFACTURING WORK NEEDED FOR THE NAVAL NUCLEAR PROPULSION
PROGRAMEWITHOUT HAVING TO GIVE AWAY GOVERNMENT PATENT RIGHTS.

PATENTS ARE GENERALLY INCIDENTAL TO GOVERNMENT RESEARCH AND
DEVELOPNENT WORK. NOT 1TS PRIMARY PURPOSE, AND THEREFORE ARE NOT
REALLY INDICATIVE OF THE TECHNOLOGY DEVELOPED, WHEN I PLACE AN R&D
CONTRACT FOR A NEW DESIGN REACTOR, IT IS PRINCIPALLY TO WORK OUT THE
DETAILS OF A DESIGN AND TO IDENTIFY AND RESOLVE THE PROBLEMS OF DESIGN.
MANUFACTURE, AND OPERATION., IF PATENTABLE INVENTIONS ARISE IN THE
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COURSE OF THIS ‘WORK, THEY GEMERALLY INVOLVE ONLY SMALL DESIGN
FEATURES, NOT ENTIRELY NEW CONCEPTS,

CONGRESS SHOULD NOT BE OVERLY CONCERNED ABOUT
THE ALLEGEDLY LOW USAGE RATE OF GOVERNMENT-OWNED PATENTS, IT IS
ALMOST IMPOSSIBLE TO TELL THE EXTENT TO WHICH THESE INVENTIONS ARE
BEING USED. SINCE THE GOVERNMENT HAS NO REASON TO SEARCH FOR, OR
DISCOURAGE PATENT INFRINGEMENT, UNLIKE PRIVATE FIRMS, THE GOVERNMENT
TAKES TITLE TO INVENTIONS TO PROTECT THE PUBLIC’S RIGHTS TO USE THE
INVENTION - NOT TO DISCOURAGE OTHERS FROM USING IT.

IN MANY AREAS TODAY. THE GOVERNMENT IS IN THE FOREFRONT OF
TECHNOLOGICAL DEVELOPMENT, THE PUBLIC IS FINANCING DEVELOPMENT OF
ENTIRE NEW TECHNOLOGIES. THE U.S. GOVERNMENT SPENT $30 BILLION IN
FiscAL YEAR 1980 AND INTENDS TO SPEND MORE THAN THIS AMOUNT IN FISCAL
YeArR 1981 FOR RESEARCH AND DEVELOPMENT.

THE MAJORITY OF THESE FEDERAL RESEARCH AMD DEVELOPMENT DOLLARS
WILL GO TO LARGE CONTRACTORS. FOR EXAMPLE, IN FISCAL YEAR 1979, 61
PERCENT OF THE DEFENSE DEPARTMENT'S RESEARCH AND DEVELOPMENT PRO-
CUREMENT BUDGET WENT TO ONLY NINETEEN CONTRACTORS.

IF THE RIGHTS TO PUBLICLY FINANCED INVENTIONS ARE GIVEN TO
CONTRACTORS, THE GOVERNMENT ITSELF WILL BE PROMOTING THE. CONCENTRATION
OF ECONOMIC POWER IN THE HANDS OF A FEW LARGE CORPORATIONS, AS
CONGLOMERATES CONTINUE TO TAKE OVER MORE COMPANIES, THE PROBLEM IS
EXACERBATED.

CurrenTLY, THE PRESIDENT AND MANY MEMBERS OF CONGRESS ARE CALLING
FOR THE EXPENDITURE OF UNPRECEDENTED SUMS TO DEVELOP NEW SOURCES OF
ENERGY AND MORE EFFICIENT WAYS OF USING IT. BY FAR. THE VAST MAJORITY
OF THESE FUNDS WILL BE SPENT UNDER CONTRACTS WITH LARGE CORPORATIONS.

IMAGINE THE PUBLIC FUROR THAT WOULD ENSUE IF, UMDER THE TERMS
OF THIS BILL., A CONTRACTOR, EITHER LARGE OR SMALL, DEVELOPED AT PUBLIC
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EXPENSE A MAJOR BREAKTHROUGH IN ENERGY TECHNOLOGY. IS 1T PROPER
FOR THAT COMPANY TO BE ABLE TO EXERCISE MONOPOLY RIGHTS OVER THE
DISTRIBUTION. USE, AND PRICING OF THE RESULTS FOR 17 vEARS? I
THINK NOT. THE RIGHTS TO INVENTIONS DEVELOPED AT PUBLIC EXPENSE
SHOULD BE VESTED IN THE GOVERNMENT AND MADE AVAILABLE FOR USE BY
any U.S. cITIZEN.

THE BILL CONTAINS PROVISIONS THAT APPEAR TO BE SAFEGUARDS. BUT
ARE NOT. WHILE CREATING AN IMPRESSION THAT THE BILL IS NOT COM-
PLETELY ONE-SIDED IN FAVOR OF THE CONTRACTORS, THEY DO NOTHING TO
PROTECT THE PUBLIC. '

THE BILL PROVIDES THAT IF A CONTRACTOR WHO HOLDS TITLE TO A
ROVERNMENT F INANCED INVENTION FAILS TO DEVELOP AND PROMOTE IT. OR
CREATES A SITUATION INCONSISTENT WITH THE ANTI-TRUST LAWS., THE
GOVERNMENT CAN FORCE WIDE-SPREAD LICENSING OR REVOKE THE CONTRACTOR'S
PATENT OR LICENSE. HOWEVER., THE GOVERNMENT HAS HAD ESSENTIALLY
THESE SAME RIGHTS SINCE 1963, BUT TO MY KNOWLEDGE HAS NEVER USED
THEM. THERE 1S NO REASON TO EXPECT FEDERAL AGENCIES TO DO SO NOW.

IF A GOVERNMENT AGENCY EVER DECIDED TO EXERCISE THESE "MARCH-IN"
RIGHTS AND THE PATENT HOLDER CONTESTED THE ACTION, THE CONTRACTOR
COULD STRETCH OUT LITIGATION FOR YEARS WHILE CONTINUING TO BENEFIT
FROM THE PATENT,

THE PROVISION UNDER WHICH THE GOVERNMENT WOULD SHARE ROYALTIES
AND REVENUES WITH THE CONTRACTOR IS ALSO A FACADE. SINCE THERE
ARE NO FIRM STANDARDS FOR CALCULATING THE_COST FIGURES, THE LIKELIHOOD
OF MANIPULATION AND DISPUTES IS GREAT. MOREOVER. THERE ARE AMPLE
LOOPHOLES FOR EXEMPTIONS.

THE BILL REQUIRES THAT, PRIOR TO GRANTING EXCLUSIVE OR PARTIALLY
EXCLUSIVE LICENSES TO PATENTS THE (OVERNMENT ALREADY OWNS. THE
AGENCY MUST CERTIFY THAT THE INVENTION WOULD NOT OTHERWISE BE USED
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AMD THAT THE LICENSE WILL BE LIMITED TO A PARTICULAR FIELD. THE

- PREMISE OF THIS BILL 1S THAT .INVENTIONS ARE NOT USED UNLESS SOMEONE
HAS MONOPOLY RIGHTS. THEREFORE IF THIS BILL BECOMES Law. T am

. CONFIDENT GOVERNMENT OFFICIALS WOULD MAKE THE REQUIRED DETERMINATION
ROUTINELY AND BY SO DOING GkAuT MONOPOLY RIGHTS FOR MOST OF THE
PATENTS THE GOVERNMENT NOW -OWNS, ' ' _

IN MY OPINION, THESE SO-CALLED SAFEGUARDS WOULD BE ADMINISTRATIVELY
CUMBERSOME, INEFFECTIVE, AND ARE LARGELY COSMETIC, TO COMPLY WITH
THE PROVISIONS OF THIS BILL, FEDERAL AGENCIES WOULD HAVE TO SET UP
ORGANIZATIONS. ISSUE AND IMPLEMENT REGULATIONS. PROMOTE PATENTS,
INTERVENE WHEN THESE PLANS ARE MOT CARRIED OUT. NEGOTIATE AGREEMENTS.
AND AUDIT BOOKS AND RECORDS. EVEN IF AGENCIES COULD CARRY OUT ALL
THESE REQUIREMENTS, WHICH I DOUBT, THE FACT REMAINS THAT GIVING
MONOPOLY RIGHTS TO PUBLICLY FINANCED INVENTIONS WOULD UNDULY ENHANCE
THE POSITION OF LARGE CONTRACTORS.

THIS BILL 1S BUT ONE OF MANY INTRODUCED IN RECENT YEARS DESIGNED
TO GIVE. CONTRACTORS TITLE OR EXCLUSIVE RIGHTS TO THE INVENTIONS DEVELOPED
UNDER THEIR GOVERNMENT CONTRACTS. THE RATIONALE FOR THESE BILLS HAS
VARIED. [N THE PAST. THE PROPONENTS HAVE STRESSED THE IDEA THAT
COMPANIES WILL NOT ACCEPT GOVERNMENT CONTRACTS UNLESS THEY ARE
GUARANTEED EXCLUSIVE PATENT RIGHTS. TODAY THEY COMTEND THAT GIVING
AWAY PATENT RIGHTS TO PUBLICLY FINANCED INVENTIONS WILL STIMULATE
TECHNOLOGICAL INNOVATION. IF THIS BILL 1S NOT ENACTED. | EXPECT
THEY WILL COME UP WITH ANOTHER RATIONALE.

In SuMMARY, | BELIEVE THAT INVENTIONS PAID FOR BY THE GOVERNMENT
SHOULD BELONG TO THE PUBLIC. AND ALL CITIZENS SHOULD HAVE AN EQUAL
OPPORTUNITY TO USE THESE INVENTIONS, CONTRACTORS, PARTICULARLY
LARGE CONTRACTORS SHOULD NOT BE ABLE TO GET A 17 YEAR MONOPOLY ON
INVENTIONS THEY DEVELOP WITH TAX DOLLARS., | BELIEVE THE EFFECTS
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OF GOVERNMENT PATENT POLICY ARE CONTINUALLY EXAGGERATED AND OVER-
EMPHASIZED BY THE PATENT LAWYERS AND CONTRACTORS WHO HAVE A VESTED
INTEREST IN THE MATTER, PROPOSED CHANGES REGARDING OWNERSHIP AND USE
OF PATENTS DEVELOPED AT GOVERNMENT EXPENSE ARE ALWAYS PRESENTED UNDER
THE BANNER OF HIGH SOUNDING PRINCIPLES AND PURPOSES., HAVING OBSERVED
THIS ISSUE FOR MANY YEARS. | AM THOROUGHLY CONVINCED THAT ALMOST ALL
OF SUCH PROPOSED CHANGES ARE CONTRARY TO THE BEST INTERESTS OF THE
UNITED STATES, '

THE BASIC PRINCIPLE EMBODIED IN PRESENT LAWS IS THAT THE
GOVERNMENT SHOULD HAVE TITLE TO INVENTIONS DEVELOPED WITH GOVERNMENT
FUNDS. THE REASONS THE GOVERNMENT SHOULD TAKE TITLE TO THESE
INVENTIONS ARE PRIMARILY TO PRECLUDE THE ESTABLISHMENT OF A PRIVATE
MONOPOLY FOR A PUBLICLY-FINANCED INVENTION, TO ENSURE THE PUBLIC HAS
EQUAL ACCESS TO THESE INVENTIONS, AND TO ENSURE THE GOVERNMENT Is
NOT SUBSEQUENTLY BARRED FROM USING THE IDEA BY SOMEONE ELSE’'S PATENT.
THESE ARE SOUND REASONS THAT | FULLY SUPPORT. THE BASIC PRINCIPLE OF
TITLE IN GOVERNMENT SHOULD BE MODIFIED, WAIVED, OR OTHERWISE TAMPERED
WITH ONLY FOR COMPELLING REASONS -- AND EVEN THEN WITH GREAT CARE AND
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THIS STATEMENT REFLECTS THE VIEWS OF THE l
AUTHOR AND DOES NOT NECESSARILY REFLECT

THE VIEWS OF THE SECRETARY OF THE NAVY

OR THE DEPARTMENT OF THE NAVY.

STATEMENT OF
ADMIRAL H.G. RICKOVER, USN
BEFORE THE SENATE ARMED SERVICES COMMITTEE
AND
THE JOINT ECONOMIC COMMITTEE
"~ ON .
INDEPENDENT RESEARCH AND DEVELOPMENT
ON

SEPTEMBER 29, 1975

OPENING STATEMENT

Mr. Chairman, you have asked me to testify before this
joint session of the Senate Armed Services Committee and the
Joint Lconomic Committee on the topic of independent research
and development. I know of no area of defense procurement
that is more in need of Congressional attention and action.

We are devoting‘scarce Government funds on a program that is,
in my opinion, ill-founded and wasteful. For convenience, I
will refer to independent research and development and bid
and proposal expense as IR§D since the distinction as to which
category the work falls into is largely a matter of semantics.

Over the years, defense contractors have vigorously
defended the IRGD program on the basis that they must develop
new concepts to be able to compete in the defense market;
that companies are most innovative when they are free to

explore promising ideas without Government interference.
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They conclude that TRED is a necessary husiness cxpense which
benclits the Government and which thercfore should be
recognized and reimbursed»by the Govcrnment, but with rights’
to technical data and inventions to be retained by them.

Some of these arguments might have more validity if there
were true competition in defense procurement. However, the
vast majority of defense procurement is actually non-competitive,
with only a few large firms competing for major weapon systems
because of the large amount of technical, financial, and
producfive resources required. Even when more than one firm
is capable,'ptiof experience, shop loading, or other factors
can effectively insulate the successful bidder against
competitive pressures. a

One of the problems with IRgGD--the lack of incentive to
control costs--stem;hfrom this situation. When there is no
true competition, bfices are based on the actual costs incurred
and these costs generail& can be passed on to the Government.
Thus, contrary to whét industry spokesmen might claim, the
Government cannot safely reiy ;h c;mpeti§ion in the market-
place to ensure IR§D expenditures are re;sonable.

The Defense Department exercises practically no surveilfance
over IR§D expenditures. TheséVIR&D costs are charged throuéh
overhead. Thus, at predomiﬁantly defense oriented plants, the
Government ends up paying moét, or sometimes all, IR§D costs.
Yet, the Government has no say in how the money is spent.

Therefore, we have deve}oped a system where pﬁblic.funds are
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spent without proper accountability.

Today the Defense Department is having increasing
difficulty. obtaining the. funds necessary for national defense.
After lengthy study, the General Accounting Office concluded
that it could not determine whether the benefits to the Govern-
ment from contractors' IRGD efforts are worth the cost to the
Government. From my expcriencé in charge of a major defensc )
program, I believe the IRAD program is a waste of ta*payers'
money.

Here are some of the important considerations which determine
my beliéf.

COST OF IRED

IRED costs have increased as a percentage of total defense
sales from 2.73% in 1968 to 3.73% in 1974. In fiscal year
1974, the Defense Department reported IR§D expenditures of
$808 million. Thesc rcported figures are significantly less
than the améunt actually spent because they cover only 90
of the largest defense confractors. The total figure for all
contréctors probably exceeds $1 billion.

Year after year, before the budget request is submitted
to\tongress the:Navy. has had to eliminate imbortanﬁ-submarine
research and development projects due ta a shortage of fundsl
Congress then makes even further cuts. In fiscal year 1973,
for example, Congress cut the DOD research and development
budget more than $800 million. In FY 1974, Congréss cut more

than $400 million, and in FY 1975 nearly $800 million. When

92-529 0 - 82 - 11
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actunl defcnse needs are not funded, why should we spend up
to a billioﬁ dollars a year financing IRGD projects, because
of the vague hope that someday something of value will result?

IMPACT ON COMPETITION

Rather than enhancing competition, as large defense
contractors claim, IRED actually inhibits competition. Since
the largest defense contractors generally receive the largest
IR§D payments, this helps them to perpetuate their dominant
position in the market. Furthermore, these contractors can
charge Governmenf contracts for developments they hope to
exploit in their commercial business. Obviously, the smallér
the company, the less advantage it gets from IR§D.

Here is an example. At a shipyard where about 99 percent
of the work is being done for the Navy, the company charged
us over $500,000 for "bid and proposal expenses.' This was
related to the development of a large, nuclear-powered commercial
submarine tanker to transport oil under the Arctif ice cap.
This was strictly a commercial proposition; it had absolutely
no military value. In fact, the company could not have
undertaken the project without the expertise acquired in the

-performance of Navy work. Yet the company took the position
that the Navy would benefit from the work and should pay its
design and engineering costs. The company has taken its
case to the Armed Services Board of Contrgct Appeals whére a

decision is pending.




157

What bothers me is this: Why should the Department of
Defense subsidize commercial devclopments when it is unable
or unwilling to fund military submarine research and develop-
ment projects?

PROMOTING A MODERN INDUSTRY TECHNOLOGY BASE

Larée defense contractors argue that IRED is necessary
to keep an up-to-date and moédern industrial technology base
for defense needs. But the grant of large IRED subsidies to
large defense contractors, smaller subsidies to smaller defense
contractérs, and no subsidies at all to firms without defense
contracts does not broaden the industridl base. In fact, it
narrows it. The Defense Department's IR§D payments help only
those firms which Already have defense contracts. Firms that
desire to enter the defense market must find anofher source
of financing.

The Department of Defense already makes a substantial
contribution to maintaining a modern industrial technology
base throughout American industry--without IR§D. From what
I have seen, the flow of ideas and technology from Department
of Defense-funded major weapon systems contracts to non-defense
areas far exceed the ideas and technology the contractor

brings to the job from non-defense work.
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BENEFITS 1'ROM TR&D

For the past several yeurs,_dcfcnsc contractors and the
Defense Department have been trying to collect examples
of innovations under the IR§D program. By now, they have
impressive lists showing that work performed under IR§D
was "instrumental to this program," or "led to the de.elopment
of that piece of equipment%" IRGD is frequéntly cited as a
contribution to the success of laser development, the Huey
helicopter, integrated circuits, and so on. Bu;, I could name
hundreds of actual, not claimed, improvements in nuclear plant
technology which resulted from direct Navy or AEC funded
research and development. The issue is not whether discoveries
have been made under IR§D, but whether the Defense Department
can afford to pay a billion dollars annuall* for contractors
to spend as they see fit, in hopes that our;defense will atv
some future unspecified date benefit directly or indirectly
from such expenditures.

IRGD AS A NORMAL BUSINESS EXPENSE"

Defense contractors argue that IRED costs are as
legitimate as rent, heat, light, maintenance and the like.
This is not a valid compatéson. There is no incentive for a
contractor to waste heat o% light. However; increased IRED
spending can enhance the company's profits and strengthen its

market position, military and commercial. When major defense
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firms face declining sales, they can use IR§D in any way they
wish, and with no strings attached, to pay the salaries of
engineers and other téchﬁical émployees not needed on other
work. »

RIGHTS TO INVENTIONS, PATENTS, AND TECHNICAL DATA

Under the IRGD program the Defense Department gives away
all rights to inventions, patents, and technical data, even
though the Government may pay for most of the work. If the
DOD wants to use an invention financed.under IR§D, the contractor
may extract a royalty. One contractor developed at Government
expense and patented an automatic welding machine. This was
then marketed to defense suppliers and to Government installations.
As it turned out, the Government paid not only for developing
the invention but also royalties for the right to use it on
Government work,

In my view, the Government should insist on rights to
the technology it finances. If, as contended, the Government
destroys a company's incentive to innovate by acquiring rights
to patents, inventions, and technical data, why is it proper
to have a double standard wherein companies do not grant
rights to their employees and subcontractors for new concepts

that are developed on the job?
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DOD ADMINISTRATION OF [R&D

In an attempt to establish some semblance of control
over IR§D expenditure, Congress hns required the lDefense
Department to set, in adv§nce, annual ceilings on the ma*imum
amount of a contractor's IR§D that the Dep&rtmgnt will
reimburse. Congress alsoarequ{rcs that IR§D projects, to be
‘allowed, must have a potential military relationship. But
these controls are not effective.

When the Defense Departmeht's annual share of a contractor's
IRED exceeds §2 million, the Department negotiates an advance
IRED ceiling agreement with the contractor. However, in these
negotiations, the Defensé negotiators ére:in a weak bargaining
position. Large contractor§ can hold out for a higher ceiling
amount and usually get it.

Four years ago, a large defense contractor refused to
agree to an IRGD ceiling that thc contracting officer considered
reasonable. The contractor insisted on a higher amount and
in the Court of Claims challenged the Government's right to
set the lower figure. TPe matter is stil} pending.

Although negotiations to establish IR§D ceiling amounts
are based on technical review of the IR&D proposals, the
process is largely'"brochuremanship." Defense personnel.
review the contractor's IR§D submittals and briefings and
comment on them. These evaluations, however, have little

or no impact on how much IRED will be handed out.
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Those who conduct the reviews for the Government have
10 incentive to challenge the projects or amounts. Unless
sovernment reviewers can prove that a project has no "potential
nilitary relationship,' the cost of the project is allowed.
’rojects have been accepted such as develoﬁment of sewage
reatment systems for coin operated laundries; energy studies
‘for heating high rise buildings; and the development of home
ippliances. These were considered as having a potential
nilitary relationship.

1 cannot envision a project that couid not be defended
1s having a potential military relationship. What is to
revent a turbine manufacturer from studying fruit flies since"
fruit is eaten by the piccolo player of a military band? What
£ the.contractor decides to develop a new blend of coffee--
bviously this would have a potential rclationship with the
*ating habits of the military. Under the current IR§D program,
the Government is committed to supporting any new venture a
lefense contractor decide: to undertihe.

liven if an IR§D project were challenged as a result of
technical review, determinations that it does not have a
potential military relationship cannot be made without the
prior approval by the Office of the Director of Defense
Research and Engineering. Even if the challenge were sustained,
this rarely would effect the amount of IR§D the Defense
Department pays.” Any amount so disallowed is considered as
included in the costs allocated to non-defense work.

As you can see, the technical reviews have not been
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effective. In the words of the Comptrollcr‘Gencral, "Our
‘studies have found‘that the PMR (potential military relation-
ship) has had no effect on DOD's reimbursement of contractors'
costs." |

So far I have been discussing the situation where the
Defense Department's annual shave of a company's IRGD is
$2 million or more. Where the Department pays less than §2
million, the ceiling is set as a percentage of the company's
prior year IR§D expenditures. Also, there is then no require-
ment for technical review of the work to be performed--the
costs are automaticélly accepted.

Thus, while there may appear to be a degreé of control
over IRGD as a result of past Congressional directives, there

is not. The safeguards are largely cosmetic.

IMPACT ON NATIONAL DEFENSE

The argument has been made that the Soviet Union is
spending twice as much on research and development as the
United States in an;effort to close a technological gap that
developed because of the superiority'of the free enterprise
system; that IRGD helps finance the ingenuity and innovations
which have contributed so much to the success of the free
enterprise system; and that therefore continued Government
support of IRED is essential. The impression is left that
IRGD helps us hold our lead in technology despite mounting
exﬁenditures by the Soviets.

. It is dangero&s to think that the United States can

maintain indefinitely a technological lead over countries
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that are willing to devote substantially more. resources to
the task, regardless of their political or economic system.
In my view, the fact that the Soviets are spending far more
than we are for research and development is all the more
reason to spend our .limited funds in areas that are most
likely to be profitable from a technological standpoint.
Elimination of Defense Department support for IR§D would
not mean' the .end of technological breakthroughs. Nor would
it cause the United States to become a second rate research
and development'country. Prior to 1960, the Department of
Defense had a firm policy limiting IRGD. The Atomic Energy
Commission followed a policy of allowing independent research
and development costs only when such-costs were specifically
provided in the cohtract, and only to the extent‘that such
work benefited the basic contract work. When the Commission
did-participate in a contractor's independent research program,
it obtained for the public the rights to technical data and
inventions commensurate with the Government's investment.
That policy did not impede the development of atomic energy.
Neither do I beligve that elimination of IR§D would impede

national defense.
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SUMMARY

Obviously, some beneficial idcas have resulted from
independent research and development. However, we are faced
with the need to make decisions in a climate of limited funds.
A philanthropist might donate large sums to enable individuals
or organizations to pursue their personal interests. But
an ordinary citizen with limited income must conserve funds
by spending his money where it will benefit him directly.
Since philanfhropy is not in the Defense Departméht's charter,
I believe it should confine its spending for research and
development to specific projects where companies and
individuals can be held accountable for expenditures and
results. In this way, Congress could also properly exercise
its oversight function over IR§D expenditures--something the
Congress is presently not dbing. If it is considered that
private research warrants public support on é basis other than
military needs, suchvsupport should be authorized by Congress,
and administered on that basis, not hidden in the price of
defense contracts.

The current IR§D program does not provide benefits to .
theicovernment anywhere near the cost. It is a subsidy the
Government can no longer afford. Nor is the nation served
by the further concentration of economic power in the hands
of a few large defense contractors, which the presenf policy

assists.
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RECOMMENDATIONS

1. The present system of DOD payments f{or independent
research and development and bid and proposal expenses should
be eliminated.

2. The Department of Defense should allow costs of

- independent research and development projects only when such
costs are specifically provided in the contract and then only
to the extent such work benefits the contract wofk itself.

3. The Department should receive, in the name of the
Governmeﬁt, patent and data rights commensurate with costs
financed by the Government on independent research and
development projects.

4, In cases where company proposed research and develop-
ment projects have sufficient benefit to warrant the cost,
the Department.should finance the work by direct contract,
rather than through IR§D. Responsible Government officials
would supervise the work, as they are supposed to for all
work the Government undertakes. _

5. If federal subsidies of private independent research
and development are necessary in other areas, such subsidies
should be administered by the appropriate Government agency
which has expeftise in that area. Subsidization would then
be aboveboard and measurable by Congress. Appropriate

controls could be established to preclude concentration of
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technology among a few favored industries; to provide adequate
direction over the Qork; and to ensure the Government retained
rights to work financed with public funds.
CONCLUSION

The present situation with respect to IR&D is in effect
"taxation without representation.” Congress has, in essence,
delegated its rights and duties under the Constitution to
Defense officials. There is little surveillance by the
Department or by,Congress of these large expenditures.
Appointed Defense officials are under no constraints as to
the amount that can be approved.

V Just think how popular you can become with contractors
when you have a billion.dollars to give away with no strings
attached. To put this into perspective, I remember from my
high school days that the entire federal budget in 1916
was about $700 million.

I contrast this easy ‘way of spending money with the one
1 have to face when I ask for hard-to-get, relaiively small
sums for research and development from the very same people
who apprer the IR§D. And wheh fhey agree, the réquest must
still be justified and defended before the authbrizing and

appropriations committees of Congress.
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The recipients of IRED largesse do not have these
problems. They can simply initiate a program and charge the
cost to Government contracts, without justifying the cxpenditure
to the Defense Department, to Congress, or to anyone else.
Defense contractors contend that their reimbursement is subject
to ceilings set by the Defense Department. But if they can
persuade Defense officials to accept a higher ceiling, they
can get it.

It is inevitable that favoritism may enter into such a
practice. Yei no one could ever be proved guilty of wrong-
‘doing because the amounts approved are left entirely to the
judgment of those in charge.

I sometimes wonder what the ordinary citizen, who has
to labor in making out his income tax, would thiﬁk if he knew
and understood this strange system of handing out governmeﬁt
funds. He might even wonder why he also is not given some of
the free money, when it is so reédily given to large defense
contractors.

How do you shppose he would vote on this issue were he
to have the opportunity?

Mr. Chairman, I déeply appreciate the opportunity to

present my views on this subject to your two committees.
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THIS STATEMENT REFLECTS THE VIEWS OF
THE AUTHOR AND DOES NOT NECESSARILY
REFLECT THE VIEWS OF THE SECRETARY OF
THE NAVY OR THE DEPARTMENT OF THE NAVY

OPEWING REMARKS
OF
ADMIRAL H.G. RICKOVER
BEFORE
THE SEWATE GOVERNMENTAL AFFAIRS COMMITTEE

AUGUST 20, 1980

CONSULTANT REFORM ACT OF 1980

THANK YOU FOR INVITING ME TO TESTIFY ON S. 2880, A BILL AIMED AT
ELIMINATING ABUSES THAT HAVE BEEN BROUGHT TO LIGHT BY THIS COMMITTEE,
THE GENERAL ACCOUNTING OFFICE, AND OTHERS, REGARDING THE GOVERNMENT'S
USE OF CONSULTANTS., AMONG THESE ABUSES ARE:

A, CONTRACTING FOR USELESS OR_UNNECESSARY WORK,

B, SHOWING FAVORITISM IN THE AWARD OF CONTRACTS -- PARTICULARLY
IN CONTRACTS TO FORMER GOVERNMENT EMPLOYEES.

C. USING CONSULTANTS TO PERFORM AGENCY FUNCTIONS OR TO
CIRCUMVENT AGENCY PERSONNEL CEILINGS.

D, COMMISSIONING STUDIES TO BUY TIME WHILE CREATING AN
IMPRESSION OF ACTION,

E. PAYING EXCESSIVE RATES FOR CONSULTANTS.
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THESE PROBLEMS ARE NOT NEW, | OBSERVED MANY OF THEM BEFORE
RLD WAR I] WHEN | FIRST CAME To WASHINGTON To RUN THE BUREAU OF
41PS ELECTRICAL SECTION, EVEN IN THOSE DAYS THERE WERE SELF-
ROCLAIMED EXPERTS WITH IMPRESSIVE CREDENTIALS WHO COULD BE HIRED
> PERFORM STUDIES AND GIVE ADVICE. AFTER A FEW ENCOUNTERS WITH
HESE SO-CALLED "E;r&RrTs”, | DECIDED ! WOULD BE MUCH BETTER OFF
AKING ADVANTAGE OF AND, WHERE NECESSARY, DEVELOPING IN-HOUSE
OVERNMENT EXPERTISE TO PROVIDE THE SUPERVISION AND TECHNICAL
IRECTION FOR MY PROGRAMS,

I NOW LIMIT CONTRACTS UNDER MY COGNIZANCE TO BONA FIDE EQUIPMENT
ANUFACTURERS AND SHIPBUILDERS, FOR RESEARCH AND DEVELOPMENT, DESIGN,
RODUCTION, AND MAINTENANCE WORK. MY PROGRAMS DEPEND HEAVILY ON
NPUT FROM SUCH MANUFACTURERS. | DO NOT USE THE SERVICES OF THE
0-CALLED “THINK TANKS” OR CONSULTING FIRMS.

I AM NOT SAYING THAT ALL CONSULTING FIRMS ARE INCOMPETENT, OR
HAT ALL CONSULTING CONTRACTS ARE UNNECESSARY OR WASTEFUL, ONCE IN

GREAT WHILE A SHORT TERM NEED FOR SPECIALIZED KNOWLEDGE AND EXPERTISE
IGHT BE BEST FILLED BY A CONSULTANT., [ CAN CONCEIVE THAT CONSULTING
IRMS MAY BE USEFUL TO HELP WITH THE WORK OF SOME CIVILIAN AGENCIES,

OR EXAMPLE, IN GATHERING DATA OR CONDUCTING STATISTICAL SURVEYS.

In THE DEFENSE DEPARTMENT,  HOWEVER, THERE HAS BEEN A RAPID GROWTH
N THE USE OF CONSULTANTS AS A RESULT OF INCREASED WORKLOADS, PER-
ONNEL HIRING RESTRICTIONS, AND EASY ACCESS TO CONSULTING SERVICES,

ANY CONSULTANTS ARE FRIENDS OR FORMER CO-WORKERS OF DEFENSE DEPARTMENT
MPLOYEES. IN MY OPINION, VAST SUMS ARE BEING WASTED THROUGH CONSULTING
ONTRACTS, MOREOVER, IN TERMS OF DELAY AND INEFFICIENCY THE TRUE
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€OST TO THE GOVERNMENT OF USELESS STUDIES AND EXCESSIVE USE OF
CONSULTANTS FAR EXCEEDS THE CONTRACT AMOUNTS,

THE USE OF CONSULTANTS OFTEN IMPEDES, RATHER THAN FACILITATES,
ACTION BY GOVERNMENT AGENCIES, FOR THE PAST TWO DECADES CONSULTANTS
AND SYSTEMS ANALYSTS HAVE ENDLESSLY STUD!FD AND DEBATED THE RELATIVE
MERITS OF NUCLEAR AND NON-NUCLEAR SH1PS, AND THE PROPER COMPOSITION
OF OUR FUTURE NAvVY., CONTRACTS FOR STUDIES FREQUENTLY WASTE THE
TIME OF AGENCY PERSONNEL WHO OFTEN MUST EDUCATE THE SO-CALLED EXPERTS
DOING THE STUDY, ASSIST THEM IN GATHERING THE DATA, AND THEN RESPOND
TO THEIR REPORTS AND RECOMMENDATIONS ~ WHICH OFTEN DEFY COMMON SENSE.

STUDIES HAVE BEEN CONDUCTED IN ATTEMPTS TO PROVE THAT NON-
NUCLEAR AIRCRAFT CARRIERS AND CRUISERS ARE AS EFFECTIVE AS, BUT
CHEAPER THAN, NUCLEAR POWERED CARRIERS AND CRUISERS; THAT, IN
RESPONSE TO THE SOVIET UNION BUILDING FASTER SUBMARINES WE SHOULD
BUILD SLOWER SUBMARINES; THAT WE SHOULD ONCE MORE CONSIDER BUILDING
DIESEL POWERED SUBMARINES; AND SO ON. SOME YEARS AGO ONE DEFENSE
DEPARTMENT STUDY CONCLUDED 1T WOULD BE COST EFFECTIVE TO sINk 10
OF OUR POLARIS SUBMARINES,

EACH YEAR THERE IS CONTROVERSY IN THE DEPARTMENT OVER THE SHAPE
OF THE NAVY'S FUTURE SHIPBUILDING PROGRAMS, OFTEN THE CONCESSION
TO THOSE WHOSE PROGRAMS ARE CUT BACK IS A PROMISE TO CONDUCT “FURTHER
STUDIES.” AS A CONSEQUENCE, THE NAVY'S LONG RANGE SHIPBUILDING
PROGRAM HAS FOR YEARS BEEN IN TURMOIL.,

ANOTHER PROBLEM WHICH RESULTS FROM EXCESSIVE USE OF CONSULTANTS
IS THAT THE SKILLS AND MOTIVATION OF GOVERNMENT PERSONNEL TEND TO
ATROPHY, WHERE CONSULTANTS PREPARE THE GOVERNMENT'S LONG RANGE
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PLANS AND BUDGETS, DRAFT CONTRACTS, PREPARE RESPONSES TO CONGRESS,

. AND THE LIKE, THE GOVERNMENT PEOPLE BECOME MERE FIGUREHEADS, AVOIDING
THE HARD THINKING AND THE “DIRTY DETAILS.” AS A RESULT, GOVERNMENT
PROJECT OFFICERS AND CONTRACTING OFFICERS WHO RELY ON CONSULTANTS
TO DRAFT THEIR CONTRACTS ARE OFTEN POORLY EQUIPPED TO NEGOTIATE
AND ADMINISTER THEM. IN A RECENT CASE, AN ASSISTANT SECRETARY OF
THE NAVY HIRED CONSULTANTS TO PREPARE A REPORT OF THE NAVY'S SHIP
PROCUREMENT PROCESS, THE NAVY COMMAND RESPONSIBLE FOR SHIP PROCURE-
MENT THEN HIRED CONSULTANTS, INCLUDING A FIRM INVOLVED IN WRITING
THE REPORT, TO DRAFT THE NAVY’S RESPONSE.

WITH VIRTUALLY UNLIMITED PERSONNEL RESOURCES AVAILABLE FROM
CONSULTING FIRMS, GOVERNMENT OFFICES HAVE UNDERTAKEN MARGINAL
WORK THEY WOULD OTHERWISE HAVE NOT DONE. ONCE UNDER CONTRACY,
AGGRESSIVE CONSULTANTS CAN SOMETIMES TURN THESE MINOR OR UNIMPORTANT
JOBS INTO MAJOR PROJECTS RESULTING IN FOLLOW-ON CONTRACTS AND
ADDITIONAL PROFITS.

PROBABLY THE BEST WAY TO CUT DOWN ON WASTE IN THE CONSULTING
BUSINESS IS TO REDUCE DRASTICALLY THE FUNDS AVAILABLE FOR THIS
PURPOSE AND TO MAKE THEM MORE VISIBLE THROUGHOUT THE BUDGET PROGESS.
THIS IS PARTICULARLY IMPORTANT IN THE CASE OF LARGE DEFENSE PROGRAMS
WHERE THE VAST SUMS BEING GIVEN TO CONSULTANTS ARE HIDDEN IN THE
TOTAL PROGRAM COST,

IN ADDITION, CONGRESS SHOULD MAKE IT DIFFICULT FOR GOVERNMENT
AGENCIES TO CONTRACT WITH CONSULTANTS. AGENCIES TEND TO USE
CONSULTANTS EXCESSIVELY MAINLY BECAUSE FUNDS FOR THIS PURPOSE ARE
READILY AVAILABLE TO LARGE NUMBERS OF GOVERNMENT EMPLOYEES, AND

92-529 0 - 82 - 12



172

CONSULTING CONTRACTS ARE EASY TO AWARD, FOR THESE REASONS, APPROVAL
LEVELS FOR SUCH CONTRACTS SHOULD BE SET HIGH IN THE CHAIN OF COMMAND,
PREFERABLY AT THE SECRETARIAL LEVEL, TO REDUCE THE LIKELIHOOD OF
"MAKE-WORK” PROJECTS AND FAVORITISM,

EXISTING FEDERAL STATUTES AND DEFENSE PROCUREMENT REGULATIONS
APPEAR TO SET STRICT LIMITS ON THE HIRING AND PAY OF CONSULTANTS,
THERE ARE PROHIBITIONS AGAINST USING CONSULTANTS TO PERFORM DUTIES
WHICH COULD BE PERFORMED BY REGULAR EMPLOYEES; TO AVOID PERSONNEL
HIRING REQUIREMENTS; OR TO CIRCUMVENT CIVIL SERVICE PROCEDURES AND
PAY LIMITATIONS.

BUT THESE RESTRICTIONS ARE EASILY CIRCUMVENTED. THE DEFENSE
PROCUREMENT REGULATIONS, FOR EXAMPLE, POINT OUT THAT BY STATUTE THE
MAXIMUM RATE OF PAY FOR INDIVIDUAL CONSULTANTS OR EXPERTS CANNOT
EXCEED THE TOP RATE OF THE CIVIL SERVICE PAY SCALE. BUT THESE
LIMITS DO NOT APPLY IN CASES WHERE THE GOVERNMENT CONTRACTS WITH A
COMPANY FOR SPECIFIC TASKS. AS A RESULT, FORMER GOVERNMENT EMPLOYEES
AND OTHERS WHO WANT TO BE PAID MORE THAN THE LAW PRESCRIBES FOR
INDIVIDUAL CONSULTANT AGREEMENTS, JOIN CONSULTING FIRMS.

IN RECENT MONTHS, THE PRESIDENT, THROUGH THE OFFICE OF MANAGEMENT
AND BUDGET, HAS DIRECTED GOVERNMENT AGENCIES TO TIGHTEN. THEIR CONTROLS
OVER CONSULTING -CONTRACT PROCEDURES. HOPEFULLY THIS WILL RESULT IN
IMPROVEMENT. HOWEVER, HISTORY HAS SHOWN THE NEED FOR MORE PERMANENT
SAFEGUARDS. THE BILL YOU ARE CONSIDERING TODAY, S, 2880, Is A STEP
IN THE RIGHT DIRECTION. HOWEVER, TO BE EFFECTIVE IT SHOULD BE
STRENGTHENED SUBSTANTIALLY,

1 HAVE THE FOLLOWING COMMENTS AND RECOMMENDATIONS:
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1. 'THE BILL'S PROVISIONS SHOULD BE DIRECTED SPECIFICALLY AT
CONSULTiNG CONTRACTS, AS THE TITLE “CONSULTANT Rerorm AcT oF 1980”
SUGGESTS, RATHER THAN ALL CONTRACTS, THE PROBLEMS WHICH NEED TO BE
ADDRESSED ARISE PRIMARILY WITH THE AWARD OF CONSULTING CONTRACTS TO
PERFORM STUDIES, PROVIDE ADVICE, OR PERFORM PAPERWORK JOBS AND
ADMINISTRATIVE SERVICES FOR THE GOVERNMENT AGENCIES. APPLYING THE
PROVISIONS OF S. 2880 70 CONTRACTS SUCH AS THOSE FOR RESEARCH AND
DEVELOP@ENT; DESIGN, PRODUCTION, MAINTENANCE, OR OPERATION OF
HARDWARE; HOUSEKEEPING SERVICES; SUPPLY CONTRACTS AND THE LIKE, WILL
CAUSE UNNECESSARY PAPERWORK, DELAY DAY-TO-DAY WORK, AND MASK THE
CONSULTING ABUSES WHICH SHOULD BE THE FOCUS OF THE BILL,

2, 1 AGREE WITH THE REQUIREMENT TO PUBLICIZE PROPOSED CONSULTING
CONTRACTS IN ExCEss OF $10,000 1N THE ComMERCE Business DaiLy. Tuis

WILL CLOSE A LOOPHOLE IN EXISTING REGULATIONS WHICH COULD BE
INTERPRETED AS EXEMPTING CONSULTING CONTRACTS FROM THE REQUIREMENTS

To PUBLICIZE. BUT THIS REQUIREMENT WILL NOT DO MUCH TO PREVENT
ABUSES. * FEW WILL BE ABLE TO DISCERN FROM SKILLFULLY WORDED PUBLIC
ANNOUNCEMENTS WHETHER CONTRACTS ARE REALLY NECESSARY, OR WHETHER THEY
STEM FROM SPECIAL RELATIONSHIPS BETWEEN CONSULTANTS AND THEIR GENEROUS
CLIENTS, IT IS ALL TOO EASY FOR THOSE CHARGED WITH SPENDING MONEY
THAT IS NOT THEIR OWN TO BE GENEROUS.,

IF THE PURPOSE OF SUCH A REPORTING REQUIREMENT IS TO ENHANCE
COMPETITION FOR CONSULTING CONTRACTS, YOU SHOULD BEAR IN MIND THAT
MANY CO*SULTING CONTRACTS ARE AWARDED ON A COST REIMBURSEMENT BASIS
WITH LITTLE OR NO OBJECTIVE CRITERIA FOR JUDGING CONTRACTOR PER-
FORMANCE EITHER BEFORE OR AFTER THE FACT. IN THESE CASES, THE
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TRADITIONAL BENEFITS OF COMPETITIVE BIDDING ARE LARGELY LOST,

3, S, 2880 PROPOSES TO BROADEN PUBLIC ACCESS TO GOVERNMENT
CONTRACT FILES AND AMEND THE FREEDOM OF INFORMATION ACT TO PROVIDE
ACCESS TO CONTRACTOR DATA DEVELOPED UNDER GOVERNMENT CONTRACTS, I
CONSIDER THAT PUBLIC ACCESS TO CONTRACT DATA ALREADY ALLOWED UNDER
- THE FREEDOM OF INFORMATION ACT SHOULD NOT BE BROADENED. THE
DISADVANTAGES WOULD FAR OUTWEIGH THE ADVANTAGES. NOT MANY CITIZENS
WILL BE WILLING OR ABLE TO FERRET OUT CONSULTING CONTRACT ABUSES
BY GOING THROUGH GOVERNMENT OR CONTRACTOR FILES, THOSE WHO WOULD
BENEFIT MOST FROM THE PROPOSED PROVISION ARE CLAIMS LAWYERS AND
OTHERS WHO ALREADY HAVE SEIZED UPON THE FREEDOM OF [NFORMATION ACT
AS A VEHICLE WITH WHICH TO HARASS THE GOVERNMENT., UNDER THIS ACT
THEY ALREADY OBTAIN INFORMATION THEY COULD NOT OTHERWISE OBTAIN
ABOUT THEIR COMPETITORS, AS WELL AS DATA WITH WHICH TO DEVISE A BASIS
FOR BID PROTESTS OR LAWSUITS AGAINST THE GOVERNMENT. FURTHER, MAKING
ALL DATA GENERATED UNDER GOVERNMENT CONTRACTS SUBJECT TO THE
FREEDOM OF INFORMATION ACT WOULD PLACE SOME CONTRACTORS IN THE POSITION
OF HAVING TO DECIDE WHETHER TO FOREGO GOVERNMENT CONTRACTS OR RISK
THE DISCLOSURE OF PROPRIETARY DATA TO COMPETITORS.

I, THE PROVISION THAT WOULD LIMIT PROCUREMENT OBLIGATIONS IN
THE LAST TWO MONTHS OF A YEAR TO 20 PERCENT SHOULD APPLY ONLY TO
CONSULTING CONTRACTS. IF THIS PROVISION IS APPLIED ACROSS THE BOARD
TO ALL PROCUREMENTS, DATA ON LAST MINUTE CONTRACTING FOR CONSULTANTS
WOULD BE LOST IN SUMS TOTALING MANY MILLIONS OF DOLLARS FOR OTHER
DELAYED PROCUREMENTS.

5, THE REQUIREMENT FOR FORMAL EVALUATION OF CONTRACTOR PERFORMANCE,
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AND FOR LISTING DETAILED INFORMATION ON REPORTS GENERATED UNDER
CONTRACTS SHOULD APPLY ONLY TO CONTRACTS WITH CONSULTANTS. APPLYING
THESE REQUIREMENTS TO ALL CONTRACTS WOULD GENERATE UNNECESSARY
PAPERWORK, THE LIST OF REQUIRED REPORTS FOR THE TRIDENT sHIP
CONSTRUCTION CONTRACT, FAR EXAMPLE. 1S MORE THAN 90 PAGES LONG AND
INCLUDES REPORTS FOR SUCH ITEMS AS CONSTRUCTION STATUS, COST,
SCHEDULES, WEIGHT, DESIGN SUBMITTALS AND THE LIKE, I SEE NO BENEFIT
IN APPLYING THE PROPOSED REQUIREMENTS FOR CONSULTANTS TC OTHER
CONTRACTS,

6. THE REQUIREMENT THAT AGENCIES IDENTIFY AND JUSTIFY AMOUNTS
IN THEIR BUDGETS FOR CONSULTING CONTRACTS IS A GOOD ONE. [ WOULD
GO A STEP FURTHER AND REQUIRE THAT SUCH SUMS SHOULD BE REQUESTED
BY AGENCIES AND AUTHORIZED BY CONGRESS AS A SPECIFIC LINE ITEM IN
THE AGENCY BUDGET,

7. 1 AGREE WITH THE PROPOSED REQUIREMENT REQUIRING DISCLOSURE
OF CONFLICT OF INTEREST SITUATIONS; ALSO SANCTIONS IN CASES WHERE
CONTRACTORS DO NOT MAKE TRUTHFUL DISCLOSURES. IN ADDITION, I
RECOMMEND THAT ANY COMPANY THAT DOES CONSULTING WORK OR EMPLOYS A
SUBCONTRACTOR TO DO CONSULTING WORK SHOULD BE REQUIRED TO DISCLOSE
THE NAMES AND PAST AFFILIATIONS OF ANY FORMER GOVERNMENT EMPLOYEES
WHO WILL BE USED ON A PROJECT; THE PROPOSED RATE OF PAY FOR HIS
SERVICE; AND IN THE CASE OF "UNSOLICITED” PROPOSALS, WHETHER ANY
GOVERNMENT OFFICIALS SUGGESTED DIRECTLY OR INDIRECTLY THE SUBMISSION
OF THAT PROPOSAL,

8. THE BILL SHOULD REQUIRE THAT ANY CONSULTING CONTRACT IN
excess OF $50,000 BE APPROVED, AT A MINIMUM, AT THE ASSISTANT
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SECRETARY LEVEL., EACH APPROVING OFFICIAL IN THE CHAIN SHOULD ALSO
BE REQUIRED TO CERTIFY THAT HE 1S PERSONALLY KNOWLEDGEABLE OF THE
WORK TO BE DONE; THAT THE WORK NEEDS TO BE DONE; AND THAT IT
CANNOT BE PERFORMED IN-HOUSE.

9, EITHER THE GENERAL SERVICES ADMINISTRATION OR THE OFFICE OF
ANAGEMENT AND BUDGET SHOULD BE REQUIRED BY LAW TO ESTABLISH A
STANDARD SET OF OFFEROR CERTIFICATIONS AND TERMS AND CONDITIONS.
THESE WOULD BE REQUIRED FOR ALL CONSULTING CONTRACTS, AT A
MINIMUM THESE SHOULD INCLUDE:

(A) STANDARDS FOR COST CHARGING TO CONSULTANT CONTRACTS.

(B) REQUIREMENTS FOR CONSULTANTS TO CERTIFY THAT THE RATES
CHARGED TO THE GOVERNMENT ARE NO HIGHER THAN THOSE CHARGED TO THE
CONTRACTOR'S MOST FAVORED COMMERCIAL CUSTOMER.

(c) A PROHIBITION AGAINST GOVERNMENT AGENCIES PAYING
CONSULTANTS AT A RATE HIGHER THAN THE TOP OF THE CIVIL SERVICE PAY
SCALE, EXCEPT WITH THE PRIOR WRITTEN APPROVAL OF THE HEAD OF THE
AGENCY. _

10, RequiRe THE INSPECTOR GENERAL OF EACH AGENCY TO REVIEW
ANNUALLY THE AGENCY'S USE OF CONSULTING CONTRACTS AND COMPLIANCE
WITH APPLICABLE REQUIREMENTS, THE RESULTS SHOULD BE SUBMITTED
T0 THE OFFICE OF MANAGEMENT AND BUDGET AND TO THE APPROPRIATE
CONGRESSIONAL OVERSIGHT COMMITTEE.

1 BELIEVE S. 2880, MODIFIED AS [ HAVE RECOMMENDED, WILL GO A
LONG WAY TOWARD DISCOURAGING MANY OF TH;/ZBusss WHICH HAVE COME TO
LIGHT, _

HOWEVER, | MUST NOT CONVEY THE IMPRESSION THAT BY ENACTMENT
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OF YOUR LEGISLATION, THE PROBLEMS WILL GO AWAY, THOSE IN THE
CONSULTING BUSINESS ARE SHREWD AND HAVE FRIENDS IN GOVERNMENT.
THESE GOVERNMENT EMPLOYEES THEMSELVES OFTEN LOOK FORWARD TO
ACQUIRING THE FRUITS OF THE CONSULTING CORNUCOPIA, WITH THE
ASSISTANCE OF THEIR FRIENDS ALREADY IN THE RACKET,
’ CONSULTING To GOVERNMENT TODAY 1S AN ENDEAVOR REQUIRING LITTLE
RESPONSIBILITY, BUT ASSURES FINANCIAL SUCCESS., YOUR LEGISLATION
MAY HINDER THE PROCESS FOR A WHILE, BUT | DOUBT THE ABUSES WILL BE
ELIMINATED, AT ANY MOMENT DURING A 2U4-HOUR DAY ONLY ONE-THIRD OF
THE PEOPLE IN THE WORLD ARE ASLEEP; THE OTHER TWO-THIRDS ARE
AWAKE AND CREATING PROBLEMS, CONSULTANTS ARE WIDE-AWAKE, CLEVER
PEOPLE WHO CAN FERRET OUT WHERE THE MANNA IS, AS THEY HAVE AMPLY
PROVED,
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"For Release 1000 (DST)
Wednesday, April 28, 1971
Statement of
Vice Admiral H. G. Rickover, U.S. Navy
before the
Joint Economic Committee
Congress of the United States
on
Problems in Defense Procurement
- Wednesday, April 28, 1971
Mr. Chairman, it is an honor for me to appear before this committee to discuss
current problems in defense procurement. I have testified many times in past years
about deficiencies in defense contracting and the waste of billions of dollars which has
resulted from it. In testifying on defense procurement I express my own views, which
as you know,,rarely.coin.cide with those of my superiors in the Department of Defense.
First, let me make it perfectly clear that I.am deeply concerned about the rapid
decline in the military posture.of the United States relative to that of our. potential
adversaries, The weapons systems we must have in order to maintain the strength
to defend ourselves are inherently expensive. Therefore it is essential that we con-
duct our military procurement in a manner which insures the maximum amount of
defense fdr each dollar spent. We simply cannot afford to waste any of the money made
available for our defense efforts, since such waste undermines our national security.
-My concern stems also from the weakening of our nation as a whole by a procure-
ment system that rewards inefficiency; that applies one set of rules for large, influ-
ential contractors and more stringent rules for everyone else; that often ranks the
public interest second to contractors’ interests. These are, in the end, conditions
that could undermine our national institutions and our way of life,
Many current problems in defense procurement stem from the almost amoral
way that many business leaders conduct their business and the great influence these

business leaders have on the Defense Department's procurement policies. Some

. senior defense officials formerly held key jobs in industry. Defense officials deal
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reEu\larly with industry representatives, officially and socially, while the public has
no similar forum in which to have its interests represented. Consequently, the
industry viewpoint usually prevails in defense procurement.

You invited me here to talk about defense profits. Profits are the obvious
starting point for investigating defense procurement. They are the standard of per-
formance and achievement in the business community. Today the businessman who
demonstrates acuity in business acquisitions, cash flow, and financial manipulation
gets more recognition in the business world than his counterpart who spends his time
trying to manufacture high quality products efficiently. Consequently, many large
companies today are virtually unmanaged while their officers are busy acquiring new
businesses, lobbying for more favorable laws and reguiations, or devising new ways
to make their actual profits look higher or lower depending on whether they are
talking to stockholders, to the customer, or to the Internal Revenue Service. Many
corporate officials, particularly in conglomerates, couldn't care less whether they
sell manure or missiles so long as they can show a profit.

There are many ways to make profits. A contractor can undertake to improve
the management and efficiency of his day to day operations and so produce a product for
. less cost. To sell a common product, like bread or bolts, in highly competitive -
markets, a company must constantly strive for greater efficiency in order to stay in
business and turn a profit.

Defense business is different, however. Only about 11 percent of the defense
procurement budget is awarded under truly competitive conditions. Fifty-seven

percent of the defense procurement budget is spent.\mder sole source contracts.
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Because of the complexity and high cost of today's military weapons, the Depart-
ment of Defense is dependent on these contractors. Knowing this, large defense
contractors can let costs come out where they will, and count on getting relief from
the Department of Defense through changes and claims, relaxations of procurement
regulafions and laws, government loans, follow-on sole source contracts, or other
escape mechanisms. Wasteful subcontracting practices, inadequate cost controls,
shop loafing, and production errors mean little to these contractors since they will
make their money whether their product is good or bad, whether the price is fair or
higher than it should be; whether delivery is on time or late. Such matters are incon-
sequential to the management of most large defense contractors, since, as with other
regulated industries, they are able to conceal the real facts concerning their manage-
ment ineptitude from the public and from their stockholders, until they stumble finally
into the arms of government for their salvation.

For many years now, I have described fundamental deficiencies in defense pro-
curement to this committee and to other committees of Congress. Defense officials
concede‘that there are problems in defense procurement. However, those responsible
seem apathetic and unwilling to take corrective steps.

Take defense profits. Contrary to what you might think, defense contractors do
not have to account to the Department of Defense, to Congress, or to the public for
costs and profits on defense contracts. For years I have recommended that defense
contractors and subcontractors should be required to submit a report on each defense
order over $100, 000, revealing costs and profit in accordance with common standards—-
just as it is done on income tax returns. The Defense Department refuses to demand
this. In deciding whether or not defense profits are too high, it relies instead on

generalized studies, industry arguments, and Renegotiation Board reports.
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For the most part, the criticisms I have made for the past eight years in my
testimony still hold true today. The Department of Defense has been unwilling to
correct obvious procurement deficiencies. I would like to illustrate this by showing you

where some of the profit-related issues I raised in the past now stand.

Profits on Defense Contracts

The Department of Defense does not have an effective system to check profits
on its contracts. No one knows how much profit defense contractors actually make.
The Pentagon doesn't know, the General Accounting Office doesn't know, the Congress
doesn't know, the taxpayers don't know., We spend $35 billion or more every year
without knowing how much of it goes for profit.

The Defense Department gets cost and profit reports on only part of its contracts.
Although last year the Department of Defense spent about $14 billion under firm fixed
price contracts, no profit data are collected on these contracts.

In addition, the Defense Department's profit reports do not cover subcontracts,'
even though about half of the defense procurement outlay ends up in subcontracts.

Yet, the GAO report indicates that as a percentage of sales, subcontractors get even
higher profits than prime contractors.

Generally, there is not much true competition in subcontracting. My experience
is that prime contractors pay little attention to getting the best possible prices for
their subcontracts, because subcontract prices can be passed on directly to the
government.,

In the case of subcontracts, both the prime contractor and the subcontractor
get a profit on the same work. Moreover, the §ubcontractor may in turn subcontract

some of his work to another contractor, a ''second tier'' subcontractor. Thus the
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to!a.l amount of profit actually paid on a defense contract is much higher than the
pr:ofit paid just to the prime contractor. But the Defense Departn;ent's profit
reporting system records only the prime contractor's profit—and in many cases,
not even that,

In the absence of an effective profit reporting system, the Department of Defense
has conducted studies to try to determine what profits defense contractors really
make. The first studies were conducted by the Logistics Management Institute
(z::ommonly known as LMI), a think tank created by Pentagon procurement officials.
’L;lhese studies relied on unverified data provided voluntarily by defense contractors.
’Il‘he obvious fault of such studies is that-when a contractor knows his figures will not
be audited, he is apt to report profits lower than they actually are.

Because of deficiencies in the LMI profit studies, Congress directed the General
Accounting Office to make an independent study of defense profits. The General .
Accounting Office report, however, suffered from gimilar deficiencies—its conclu-
gions were also based on unaudited profit data.

The General Accounting Office profit report itself confirms that unaudited profit

information volunteered by defense contractors is unreliable. A GAO random check

‘on the data submitted by contractors revealed that actual profits averaged about 10
peréent higher than reported on the questionnaires. In addition, in a separate part
of its study, the General Accounting Office audited 146 specific ‘contracts. This
audit showed profits much higher than those reported by contractors. Here is the

difference:
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Unaudited Figures Supplied

Pretax Profits By Contractors GAO Audit of 146 Contractors
As a percentage of 4.4% 6.9%
costs
As a return on total 11.2% 28. 3%
capital
As a return on equity 21. 1% 56. 1%
capital

Despite these findifigs, the General Accounting Office, at the insistence of the
Defense Department, used the unaudited profit information as the basis for its main
conclusion. After being groomed by defense industry groups and the Department of
Defense, the General Accounting Office report was not much different from the LMI
reports. This is what the Defense Department and its contractors wanted to hear.

If the Defense Department's profit reporting system and these profit studies
were accurate, you might at least expect them to reach consistent conclusions. In
fact, there are large differences between profit figures that turn up in the profit
studies and those in the Defense Department profit reporting system. For example,
the LMI profit reports and the General Accminting Office report show actual or
"coming out”” profits much lower than negotiated, "going in" profits. The Department
of Defense profit reporting system, however, shows that ""coming out" profits coincide
closely with ""going in" profits for cost reimbursement, redeterminable, and incentive
contracts.

Ancther unexplained difference is that profits reported on a contract-by-contract
basis in the Department of Defense profit reporting system are substantially higher
than the profit figures reported to t.'m General Accounting Office. The Defense

Department figures show average profit on costs of about 8 percent—almost twice as
high as those reflected in the General Accounting Office report.



184

Both the LMI and the General Accounting Office profit studies took considerable
time and effort. This type of study would be unnecessary if the Department of .
Defense had a reliable profit reporting system. Defense contractors know how much

profit they are making; the government should know as well. The taxpayer ought to be
spared these needless studies.
Return on Investment

The General Accounting Office profit study stresses the importance of relating
profits to a contractor's investment, rather than to his costs, as is currently the
practice in the Department of Defense. Iagree. Ihave been emphasizing this point
in testimony for years.

The Defense Department's current profit policies reward inefficiency. Under
today's defense procuremént regulations, the higher the costs on a defense contract,
the higher the proﬁt.. Contractors have no incentive to invest in new machine tools
or other facilities which could make defense work more efficient. There is instead a
strong incentive for a contractor to maintain minimum investment with the highest
possible cost base for determining profit.

Last year I reported to my superiors a specific example of the inequities of the
present prﬁctice of figuring profits as a percentage of costs. Two contractors were
each awarded noncompetitive contracts for the same kind of job. Contractor A's
costs were $26 million—45 percent-higher than Contractor’B's for a comparable scope
of work. Yet Contractor A was paid $1. 4 million more profit than Contractor B. The
contractor with the higher costs was awarded a higher profit than the more efficient
contractor.

In my judgment, the most valuable aspect of the General Accounting Office study

is the clear statement that the Department of Defense must begin to take the
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contractor's investment into account in settling profits on defense work. Until defense
profit policies are changed, situations like the one I just described will crop up again
and again, - Congress will have to watch this closely. The Department of

Defense, if it does change its procedures to consider return on investment, will
probably come up with a formula to guarantee defense contractors even higher profits,

so that the defense industry will accept the change.

Uniform Cost Accounting Standards

To measure profits accurately, it is necessary first to measure costs accurately—
to measure costs in accordance with consistent and uniform standards. Until last
year defense regulations provided only a "'guide” for determining costs on most
defense contracts. However, in its recent study of the feasibility of establishing
uniform cost accounting standards for defense contracts, the General Accounting Office
confirmed my testimony of many years that even these guides were not adequate for
the purpose of determining costs on defense contracts. As a result it is virtually
impossible to determine actual costs and profits on most defense contracts.

To give you an example, here is an accounting trick I learned of only the other
day. One of my suppliers has two methods of calculating a cost of sales figure. In
pricing new business, he uses what I will call Method A. Method A gives a low cost
of sales figure which results in a high plantwide general and administrative expense
rate. Using this method he calculates an $8 million cost of sales figure for work
performed to date under one contract. He uses Method B, however, in billing the
government for progress payments under this same contract because he gets more

Brogress payments by showing higher costs. Method B yields a cost of sales fig\ire
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of about $16 million—$8 million more than'Method A. Thus, his cost of sales for this
particular contract is either $16 million or $8 million depending on whether he decides
“to use Method A or Method B. Either method is acceptable under today's defense
procurement rules.

Last year, as a first step toward greater uniformity in accounting, the Defense
Department accepted and implemented my recommendation to make its accounting
guides mandatory for all defense contracts, And an important step toward providing
a sound basis for defense procurement was made with the passage of the Uniform Cost
Accounting Standards legislation last summer. Even s0, it will be some time before
we have an adequate basis for deterxﬂining costs and profits on defense contracts. .

To me the establishment of proper accounting standards is fundamental to the
improvement of defense contracting. Consistent and uniform standards are essential
to measuring efficiency, evaluating the reasonableness of prices, and calculating
profits, However, ‘even this fundamental step faces a difficult future. First, uniform
cost accounting legislation was passed over the vigorous objections of the defense
industry lobby, and with only lukewarm support from the Department of Defense,
which had for years opposed it.

"';_'Industry has representation of thé Cost Accounting Standards Board itself. The
Comptroller General appointed as the industry representative a critic of uniform cost
" accounting standards. This industry representative has made it clear that he will try
to get more liberal accounting rules for industry. )

Now that legislation has been enacted, the defense industry's lobbying tactic,

of course, will be to embrace the concept and attempt to steer the standard to

industry's advantage. Already defense contractors are bringing their great influence
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to bear. The press recently reported a reception given by the National Security
Industrial Association for the Comptroller General and his deputy for the purpose'
of getting better acquainted, now that the.Comptroller General is heading the Cost
Accounting Standards Board, In January, 1971, the Council of Defense Space
Industry Associations formally extended to the Cost Accounting Standards Board its
offer of "assistance" and "suggested guidelines for the modus operandi' of the Board.
Considering the great pressure defense contractors are bringing to bear on the
Uniform Cost Accounting Standards Board, it will be difficult for it to arrive at fair
standards. -.Congress itself will have to keep close watch over the activities of the
Board to see that it does the job it was created to do; that its work is not under-

mined by-the pervasive lobbying of defense industry pressure groups.

The Renegotiation Act

Congress enacted the ‘Renegotiation Act in 1951 to check against excessive
profits. However, in my opinion, the Act is largely ineffective.

In 1951, the renegotiation process was considerably stronger than it is today.
Congress itself has weakened the process by adding exemptions and loopholes to
the Act every year.or two when the Act comes up for renewal
""In September 1969, I testified before the House Government Operations Com-
xhittee on deficiencies in the Renegotiation Board process. I pointed out that we have
the semblance, not the substance, of effective renegotiation.

The-Renegotiation Board generally recovers excess profits and voluntary refunds

in excess of the Board's annual operating cost. However, it provides no real agsur-

ance that defense contractors are being limited to reasonable profits.

92-529 0 - 82 - 13
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Industry encourages the notion that renegotiatiog is an effective insurance
against excessive profits. It attacks the Renegotiation Act at every opportunity., It
presses for additional loopholes and exemptions in the Renegotiatior; Act, It lobbies
to abolish the Board, claiming that the Truth-in-Negotiations Act and proposed
improvements in Department of Defense procurement practices obviate the need for
renegotiation. Nothing could be further from the truth.

What I see and hear about the Renegotiation Board is incon-sistent with what I know
about contractors and government procurements. I believe that the public is being
misled. I believe that industry is making far more than it should on defense contracts
and that, if the truth were known, defense contractors are actually happy to have the
Renegotiation Board. In its current weak state, the Renegotiation Board poses no
serious threats to their profits and, the process of successfully clearing the Renego-

tiation Board tends to sanctify defense profits in the eyes of the uninformed.

The fact is that renegotiation as it is carried out does not adequately protect the
public. It is out of date with the current situation in defense contracting.

Take just one example—the growth of large industrial concerns anci so-called
conglomerates. In 1951, when the Renegotiation Act was passed, most of the Navy's
major private shipbuilders were independent companies. They had their own corporate
managements which were devoted chiefly to shipbuilding. Since 1951, most of these
shipbuilders have been taken over by giant industrial concerns. Therefore, the
Renegotiation Board no longer sees shipbuilding profits because they are averaged
with profits on missiles or electronics or with any other defense activities of the parent
corporation. In this way, large corporations can protect excessive profits on one line

of defense work by averaging them with moderate profits on other defense work. This

arrangement gives the conglomerates a substantial edge over smaller firms and offers
the public no real protection.
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Neither the Renegotiation Board nor anyone else in the government is keeping
track of profits on shipbuilding contracts. I asked government officials involved with
the Navy's shipbuilding program to tell me how much profit shipbuilders were making
on Navy contracts. They did not know. The Navy had no overall record of what
profits were being made on shipbuilding contracts. As a result of my question, the
Navy asked the Defense Contract Audit Agency what profits were being made on ship-
building contracts. The Defense auditors didn't know either but they said they would
find out. Later they said the shipbuilders would not release the data.

Since these shipbuilders do almost all their work for the government, it seemed
to me that the government has a right to know what profits are being made on Navy
contracts. Therefore, I made an issue of thig matter. Now I understand that two
large shipbuilders have agreed to give their profit data to the Navy.

Let me give you an example to show you why I am concerned about shipbuilders’
profits. One typical shipbuilder I deal with had about $230 million in Navy business
last year—more than 95-percent of his total sales. Nearly all of his defense contracts
are either cost type contracts or incentive type contracts under which the government
bears the major rigk of cost overruns, thus assuring the shipbuilder's profit. The
negotiated profit rates on his contracts vary, but average over 10 percent. If he
actually earned 10 perceﬁt on his Navy work—and I believe he made at least that much—
then he would have made $23 million in profit on his Navy contracts.

This shipbuilder has nongovernment-owned assets of about $60 million. Thus,
his return on investment ($23 million profit on assets totaling about $60 million) was
about 38 percent last year. This is over twice the average return on investment

indicated in Fortune's 1970 survey of the 500 largest industrial concerns. And it is



190

several times higher than the four or five percent you or I can earn on our invest-
ment in a bank deposit.

Truth-in-Negotiations Act

The Truth-in-Negotiations Act was enacted in 1962 to put the government on an
equal footing with industry in negotiating costs and profits on defense contracts. How-
evér, it has been neither effectively implemented nor properly enforced by the Depart-
ment of Defense.

A large number of defense contractors, including many of the nation's largest
companies, regularly refuse to provide the cost and pricing data required by the
Truth-in-Negotiations Act. In some cases, -entire industries havedecided not to
comply with the law.

The Atomic Energy Commission and the General Services Administration report
that the computer industry as a whole refuses to provide the cost and pricing data
required by the law, even though the government buys about $3 billion worth of
computer equipment each year. Iam told the same is true in the tire, ball bearing
and communications industries.

I am plagued by this problem in my own work. For example, large steel com-
panies producing HY-80 and HY-100 steel for Navy ships have for years refused to
obey the law requiring them to furnish cost and pricing data. These specialty steels
were developed at government expense and are used almost exclusively on defense
production. Only a few firms make these steels, The two principal suppliers so
set their prices that when transportation costs are added to their quoted prices, the
total cost to the consumer is the same. The General Accounting Office looked

into this situation six years ago: it found that the companies were making high
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profits on the specialty steels, and that there was no real competition for these
products. This is exactly the kind of situation where the government needs the pro-
tection of the Truth-in-Negotiation Act. But the steel companies adamantly refuse
to comply, and no one has been able to obtain cost and pricing data on these steel
procurements.

In nickel procurement, where one supplier has a virtual monopoly, the same
situation applies. The company refuses to provide cost and pricing data.

The forging industry is another example. Even though in many cases the govern-
ment has supplied production facilities to facilitate the contractors' performance of
defense contracts, these suppliers defy the Truth-in-Negotiations Act and refuse
to provide cost and pricing data for the forgings they supply.

The Truth-in-Negotiations Act also requires a prime contractor to obtain cost
and pricing data on subcontracts above $100, 000, Instead of following thié require-
ment, contractors—often with the assistance of government contracting officials—
have devised various means to avoid obeying the law. One shipbuilder purchased
$3. 4 million of steel on a sole-source basis for a Navy ship. To circumvent the
requirements of the Truth-in-Negotiations Act, he actually issued 1200 separate
purchase orders, so that no single order was above the $100, 000 threshold.

Other prime contractors resort to similar devious devices to avoid compliance
with the law. The Act exempts competitive procurements from the requirement for
cost and pricing data. Ihave seen procurements labeled ""competitive” where only
one company bid. They were deemed "competitive" simply because other suppliers
were asked to bid. In order to evade the Act, one procurement was called ""compet-

[itive'" where the only other bid was 250 percent above the low bid. Just recently I re-

ported to my superiors that a large shipbuilder claims he is buying nickel alloys on a
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"competitive" basis—without obtaining cost and pricing data and even though only one
company produces the alloys.

Contractors also take advantage of the provision of the Act which exempts pro-
curements of ''standard commercial items' sold to the general public. You would be
surprised at some of the military items that suddenly become "standard commercial
itemsf" when it is necessary to get around the Truth-in-Negotiations Act.

+his disregard for the law exists because the Defense Department does not
enforce the Act. The Department of Defense has been unwilling to-require compliancé
from large defense contractors. Computer manufacturers, steel manufacturers,
nickel producers,. forging suppliers, divisions of some of the nation's largest defense
contractors—whole segments of defense industry—refuse to comply with the Truth-in-
Negotiations Act. This situation is well recognized at the operating level; yet
senior Department of Defense procurement officials act as if it did not exist.

:In a letter dated April 21, 1970 to the Chairman of this Committee, the Defense
Depa;rtment stated that, gelierally speaking, defense contractors have provided cost
or pricing data when required by law except in a few selected cases; that, with the
exception of two firms, the Department of Defepse does not know of any industries or
companies that refuse across-the-board to provide cost and pricing data; and that
since thé passage of the law the Department of Defense has granted only a minuscule
numper of waivers., At the time that letter was written, the problems in obtaining
comL)liance with the Truth-in-Negotiations Act had been well documented in Congres-
sion?a.l testimony. In a.dditioﬁ, within the six months preceding the Defense Depart-
ment's letter, I had referred several specific instances of noncompliance to my

superiors and requested their assistance in obtaining cost and pricing data. In at
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least two cases the Navy had requested the Department of Defense to assist in
negotiations with forging suppliers who refused to comply with the law.

It is incomprehensible to me that defense procurement: officials do not know of
any companies that.refuse to comply. Many defense contractors are quite open about
it. Here is a sample of the responses:

~"Pursuant to your request for cost information covering the manufacture
of stainless steel rod containing isotopic boron ten, I hope you appreciate
our policy of retaining our cost information for our own use. This is a
consistent practice which we have following throughout our history. "

—~"This is to confirm our conversation that our policy does not provide for
submittal of (cost data) form nor will we allow an audit by government
contracting officer."

—"Upon your:-request we have given every consideration to supplying either
you or the U.S. Navy a completed (cost data) form. -In view of the obvious
importance of what position we take on this matter, our uppermost manage-
ment was consulted. Their decision was we will not submit subject form
under any circumstances."

—"Please be advised that (we) will not submit cost and pricing data on the
inquiry referred to above. Further, in the event (we are) tendered a
purchase order pursuant to the subject inquiry, we would not accept such
a purchase order if such acceptance was conditioned on our submission
of cost and pricing data."

—"We must respectfully decline to furnish cost and prlcmg data to either
‘ (the prime contractor) or the government."

Nor has the General Accounting Office been of much assistance in resolving
these problems. late last year the General Accounting Office issued a report on
the Truth-in-Negotiations Act. In researching for the report, the General Accounting
Office found overcharging on more than half the procurements reviewed. Its
recommendations, however, dealt only with minor issues. The report did not mention

-the problem of industry noncompliance with the Act.
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In summary, the Truth-in-Negotiations Act has not been effectively implemented
or enforced by the Department of Defense. As a result many large defense con-
tractors—whole segments of defense industry—do not comply with the Act. To obtain
compliance the Department of Defense will have to use the leverage of its purchasing
power. Contractors that refuse to comply with the Truth-in-Negotiations Act should
be ineligible for contract awards just as they are when they do not comply with other
federal laws such as the Davis-Bacon Act, or the Equal Employment Opportunity Act.
In parallel, the Department of Defense should be required to tighten up its procedures

for monitoring compliance with the Truth-in-Negotiations Act.

Claims Against the Government

Many defense contractors argue that they should be getting higher profits because
of the high risk in performing defense contracts. Theoretically when a defense con-
tractor takes a firm fixed price contract, he assumes a risk that he will make or
lose money on the contract. In practice, however, this is rarely the case. Most
defense contractors eliminate this risk by the technique of making claims against the
government,

There has been a sharp increase in the frequency and amount of contractor claims
during the past few years—particularly shipbuilder claims. Today claims are a way
of life. A contractor can turn almost any contract into a cost-plus transaction simply
by submitting claims for changes or for extra work he allegedly performed beyond the
requirements of the contract. In this way, the price of the work and the contractor's
profit can be adjusted upward, even on a so-called "fixed-price' contract. Contractors

retain claims lawyers and they train personnel at all levels in how to recognize and
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report situations tha.t could possibly be used as a basis for claims. Some contractors
have set up special claims and change groups to handle their claims. They start
preparing claims the ‘day they get a contract. 3

The aétual costs of performing the extra work claimed are seld\om supported by
the contractors' accounting records. Instead, the contractor will prepare an inflated
estimate which gives him room to negotiate an overall settlement that is satisfactory
from the contractor's standpoint. The contractor submits his claim—usually with
voluminous paper work prepared by his légal staff—then starts clamoring for a set-
tlement. Since many claims involve matters that occurred months and years before
the claims were submitted, government officials often settle these claims with little
firsthand knowledge of the facts.

Part of the increase in claims activity over the past few years may be due to
Washington claims lawyers. These law firms probably get a fee based on how much
they can get from the government. One prominent Washington attorney, who served
most of the 1950's as General Counsel to one of the military departments, today handles
claims against the government for several large defense contractors. Another leader
in the qlaims business was formerly the Chairman of the Armed Services Board of
Contract ‘Appeals. After occupying key jobs in the Defense Department, these men
are well prepared to prosecute claims against the government—working across the
table from their former colleagues and employees.

Almost any defense contractor is able to evade his contract if he so chooses. For
some contractors it may be more profitable to pursue claims against the government
than to perform the contract. It is like some mail-order houses; they make more

money from the intgrest on charge accounts than on their sales.
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The Navy's method of settling claims may be cont ributing to the increased
number of claims. The Navy tends to settle its claims by bargaining. In one case,
the Navy settled a multi-million dollar claim at nearly the full amount claimed by
the'éontractor without even completing a legal analysis of the case. The Navy
Counsel wasn't even consulted on the amount of the final settlement arranged by the
contracting officer.

My opinion is that the Navy should not be making payments for claims unless
these payments are based on strict legal entitlement and a factual determination
of amounts due. Any claim, or any item in a claim, that is not solidly grounded in
fact or in law should be eliminated from claims settlements. If a shipbuilder con-
siders he is entitled to payment for any item not clearly covered by contract, or not
susceptible to factual determination, those items should be resolved by the courts
and not by the Navy, As a check on the Defense Department, the General Accounting
Office should review contractor claims to make sure they are being resolved on

their merits.

Government-Owned Equipment in Defense Contractors’' Plants

To the extent_&;i'_trz?sve—;;;t“ractors can get and keep government-owned tools to
perform government and commercial work, they are able to expand their capacity
and profit base without increasing their capital outlay. This enhances their total
profits and their return on investment,

In prior testimony, I have pointed out some problems in the administration of
government-owned tools in contractor plants. I pointed out that the Department of

Defense was routinely authorizing use of government machine tools, even after the

work for which the tools were originally provided had been completed. As a resuit
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the government is incurring considerable additional costs because the machine

tools were not available for other bona fide defense needs. I said that suppliers
acc;xstomed to using government-owned machine tools had no incentive to invest in
machine tools. In addition, suppliers holding government-owned machine tools have

a decisive competitive advantage over suppliers without government tools because
these tools can also be used in the performance of commercial work. The token rental
rates charged by the government for such commercial uses are quite inadequate to
offseé the competitive advantage.

Senator Proxmire has introduced the Fair Industrial Competition Bill to tighten
up the administration of government-own_ed tools in the hands of defense contractors.
The proposed bill will aid in discouraging further abuses. The Joint Economic Com-
mittee, by spotlighting of these problems in prior years, has already made some
progress in getting the Department of Defense to improve its regulations and its
handling of government-owned tools.

Department of Defense profit policies are a major contributing factor in this
problem. As long as the Department of Defense relates brofit only to cost, suppliers

will have no incentive to provide facilities for government work. This is another

reason why you should try to get the Department-of-Defense to face up to the need for———

consideration of supplier investment in its profit policies.
Recommendations

I have previously provided detailed recommendations which, if implemented, would
go a long way toward correcting some of the procurement deficiencies I have mentioned

today. In short, Ihave recommended the following:
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1. Defense procurement regulations must be revised so that return on
investment is considered in establishing profit rates on defense contrac‘ts.

2. Contractors should be required to report costs and profits on any
defense order over $100, 000, The Department of Defense should periodically sum-
marize these reports for Congress.

3. The development and implementation of uniform cost accounting standards
must be expedited.

4. The Truth-in-Negotiations Act must be strengthened and enforced.

5. The Renegotiation Act must be st;-engtheneq and made permanent. -

6. The General Accounting Office should make a review of contractor claims
to ensure that claims are being settled on their merits.

7. Congress should maintain close surveillance over government-owned
facilities in contractor plants and related methods of financing production equipment.
Finally, revising defense profit policy to consider return on investment would materially

cut down contractors' reliance on government-owned facilities.
Conclusions

None of the problems I have described here today are new. I have frequently
raised them with my superiors in the Defense Department. I have also testified about
them to various committees of Congress,

The Department of Defense has done little to correct these deficiencies, nor will
it do so in the future unless it is prodded by Congress. What progress has been made
to date has been prompted by Congress.

Dr. Robert Anthony, the former Comptroller for the Department of Defense,

sized up the situation correctly in testimony before the House Banking and Currency
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Committee last year. Discussing the inadequacies of the accounting rules in the
Armed Service Procurement Regulations, he said:
"The facts are that despite the glaring inadequacies that have been pointed
out repeatedly over a period of years, few changes have been made. I see
no likelihood that significant improvements will be made so long as the
responsibility remains in the Pentagon."

I agree with Mr. Anthony and that is why Congress must take the initiative.

Through the influence of former defense industry personnel in key government
positions, and through the social and business dealings with defense contractors, the
Defense Department has adopted a business philosophy that too often puts defense
contractors' interests above the public interest. It is no longer necessary for defense
contractors to perform efficiently in order to earn a profit. The defense industry has
convinced the Department of Defense that we have no right to know how defense con-
tractors spend public funds or how much profit they make on military hardware. The
Defense Departmert accepts loose accounting rules that make it impossible to deter-
mine costs and profits with reasonable accuracy.

Today, the scales of justice are weighted toward defense contractors—and
""Justice" herself wears no blindfold. It is this sort of favoritism that leads to
disrespect for the law. Is not the equity of 73 million U.S. taxpayers--your con-
stituents—to be considered as valid as that of the small number of defense contractor
and subcontractors?

If there is ever to be a noticeable improvement in defense procurement
practices, Congress will have to take a more active interest in defense
procurement than it has in the past. Little or nothing will be done unless Congress

does it.
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A century or so ago, Disraeli said of England that "'the Privileged and the
People formed Two Nations." It was a dichotomy few Americans at that time
would have applied to our own country. For we were a democracy and England
was not--though she has long since become one.

I am not at all certain that we can today ;ssert with confidence that we are
one Nation, not two; that our laws apply with equal force to every American; that
thére are no privileged segments set off from the people at large; that there is not
a Nation composed of large corporations and another composed of the people-—a
Corporate America and an America of individual citizens.

Certainly there are "'the Privileged and the People” where taxation is
concerned. There are two sets of rules, one for the privileged segment for whom
loopholes have been written into our tax laws, the other for the rest of the people
who are paying taxes on all of their income. There is indeed a dichotomy and it is
much on people's minds. For it is contrary to every principle on which this Nation
was founded.

Surely, equality before the law was the first of these principles alongside the
accountability of the government to the people. Privileged status reflects superior
power wielded by one segment of the population over the rest. If any one thing is
more destructive of democracy than anything else, I believe it is power nof based
on the will of the people, and privilege bestowed by government on those who wield

such power.
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] N
Mr. Chairman, I was invited to testify today about pmcuremeni and
related problems. Your staff, however, has asked me to focus on the

shipbuilding claims problem, and particularly on the claims submitted

by Newport News.

I have testified previously to this committee and to other committees
‘of Congress regarding the shipbuilding claims problem. The current
claims problem permeates nearly all aspej:ts of my work. Thé Navy
must rely on contracts in obtaining the ships, weapons, and the supplies »
it needs from industry. Contracts set forth the rules under which the
&ork is to be done. The responsibility of Government officials involved
in the administration of the work is two-fold: first, to ensure that the
work is performed propgrly in accordance wit_h the contract terms;
second, to ensure that public funds are legﬁly spent.

Government contracts provide a mechanism to resolve contract disputes.



‘902

When the parties are unable to resolve their differences through
negotiation, the contractor can request a formal ruling by the Contracting
Officer and, if he disagrees with the Contracting Officer's decision, he
may appeal it to the Armed Services Board of Contract Appeals. There,
the contractor can have his case heard by an indepehdent forum. If he
disagrees with the decision of the Armed Services Boardlof Contract

Appeals, he can appeal to the Court of Claims.

In the area of shipbuilding claims, the Defense Department has decided
to short-cut this process in an effort to resolve quickly the current Navy
shipbuilding claims. The Defense Department has notified Congress of
‘its intent to settle claims with four shipbuilding companies by use of
Public Law 85-804. This statute gives the Executive Branch authority
to provide extracontractual relief whenever such action is deemed
necessary to facilitate the national defense. Authbrity to provide such
relief has been vested in senior officials of the Defense Department, but

subject to Congressional review.

For the past several weeks the Defense Depa_rtment has been negotiating
with the four shipbuilders in an effort to reach a settlement it can present »
to Congress. The Defense Department has stated that it will report the

results to the Armed Services Committees on June 10th. I am not
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involved in these negotiations.

For years, the Navyvhas been under considergble pressure from some
shipbuilders to settle claims onr a lump sum or total cost basis

which would make potentially unprofitable cd!mtracts profitable. ‘These
shipbuilders assemble large teams, comprised of lawyers, cont:ract
specialists, and accountants, to draw up their claims. One shipyard

used as many as 100 people to prepare a single claim.

To generate the basis for large omnibus claims, employees are
encouraged to search out and report actions and ev}ents that may be
used as the basis for a claim against the Névy. Even minor technical

matters are now treated as contract matters.

As a result, settlement of contract changes has become increasingly
difficult. Often the company either refuses to price the changes in
advance, quotes éxcessive and unsupported prices, or demands the right

to reopen contract pricing later for other 1|-ea.sons such as cumulative or
ripple effect of changes. Because of the léngth of time for sh.lp construc-
tion and continued need to update ship specifications to meet new defense
needs, changes are and always will be an inherent part of ship construction.

Shipbu.ildérs, from many years of experience, are well aware of this

82-529 0 - 82 - 14
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when they take Navy shipbuilding contracts. Historically, the changes
amount to about 5% of the contract work. The Navy, of course, is
cont;;c-t—ually obligated to equitably adjust contract price and delivery
date to reflect the impact of changes. Whenever possible, the Navy
tries to reach agreement with the shipbuilder on price and schedule

adjustment prior to authorizing the change. However, shipbuilder

actions often make this impossible.

Along with the valid changes shipbuilder include in their clai.ms, they
include many allegations against Government administration of contracts.
1t is frequently difficult to sort out their various accusations, let alone
determine legal entitlement or assess cost impact. Their claims are

based on the evidence of contractors; not from that of those paying the bills.

Shipbuilders have complained of untimely delivery of Government furnished
equipment and drawings; defective specifications; excessive tests, trials,
and inspections; constructive changes to work scope and letters of direction;
Government insistance on erroneous contract interpretations; Government
recruiting practices, Government interference with contract performance
through imposed limitations on work methods, and other shipbuilding
operations; changes in health and.safety laws ;nd pollution control laws;

Government '"abuse of discretion'; Government imposition of management
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systems; and the Government's unilateral revision of contract requirements.

Sometimes, the same complaint reappears under various descriptions,
leaving the impression of widespread Government interferencé. Other
elements of the claim are based on alleged "facts" which contradict

one another. Claimed costs seem to increase exponentially, as a
function of so-called cumulative or ripple effect. And all cost increases

are compounded, it is claimed, by inflation.

Some shipbuilders defer the negotiating olf certain changes for years,
when they know what their final costs will be. These changes are then
consolidated into a general allegation of Government responsibility for
all delays and costs experienced, without relating the individual causes
to specific effects. The amount then claimed has often been inflated
sufficiently to produce the profit desired by the shipbuilder, even
though the claim is finally settled for bu!: a portion of the claimed

i
amount. - :

Some shipbuilders' claims contend that all delays and increased costs
are the Government's fault, even when the shipbuilder must know that
much of the delay and increased costs were caused by factors within

his contractual responsibility.
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In this connection, it is important to note that Newport News, whos.
claims comprise the largest portion of outstanding shipbuilders' claims,
still refuses to certify that its claims are current, accurate and com-
plete. The Navy is required by Navy Procurement Directives to obtain
such certification before devoting its energy to evaluating the claim.

1 believe the company's claims are substantially overstated.

The fact that shipbuilders have been willing to settle their claims for
far less than the amount claimed should cause one to question the
validity of the amounts our taxpayers are being asked to pay. This
may also explain the reluctance of some company officials to certify the

claims.

The Navy's normal claims evaluation procedufe is to determine and pay
only for items of Government responsibility. This requires the Navy

to perform a rigorous analysis to determine the legal basis for payment.
Theoretically, the burden of proof rests on the contractor to demonstrate
legal entitlement. In practice, the Navy itself, to demonstrate that the
contractor is not entitled to the larger amounts claimed, often ends up
having to construct whatever legitimate case the shipbuilder might have.
The Navy analysis is time consuming and uses the time of many technical

people, to the neglect of their proper work.
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Even when Government officials have spent months analyzing voluminous
shipbuilders' claims, and successfully demonstrated the elements of a
claim which are not valid, the contractor may then withdraw the claim,
only to resubmit it based on a new rationale to support his contention that
the Government owes him money. The result is to cripple Navy efforts

to evaluate claims and to prolong settlement.

Knowing this, some contractors try to force a settlement by threatening
to stop work if claims are not paid quickly. Armed with voluminous,
generally unsupported claims, some shipbuilders and their lobbyists at
times take their case directly to Congress, to senior defense officials,
and to the press. They accuse working level Navy personnel of wrong-
fully withholding funds and delaying settlements, of creating a litigious
atmosphere, and of undermining good business relations. They allege
that the company is in desperate financial straits. They threaten that,
unless immediag‘.e relief is forthcoming, the Navy will not get its ships,
and so on. By these means some shipbuilders believe they will be paid

more than if their claims were settled on their legal merits.

News officials and their superiors at Tenneco began airing complaints

concerning the Navy before Congress and in the press. Company officials



208

took the position that on all Navy shipbuilding contracts they should be
guaranteed a 7 percent profil after paying interest and other unallowable

costs.

Despite Newport News' notification as early as October 1974 of its inten-
tion to submit claims, the company did not submit these until recently—
$825 million of the $894 million total in the last year, of which $665
million was submitted in the last six months. But once these claims
were submitted, the pressure to settle them began immediately. On
February 19, 1976, Newport News submitted its largest claim on a
single contract; a $221 million, sixteen volume claim against the carriers
Nimitz and Eisenhower. The very next day the President of Newport
News wrote to the Chief of Naval Operations intimating that Newport
News was considering stoppix;g work on the aircraft carrier Vinson, and
not entering into new Navy sﬁpMﬂding contracts until its claims were

resolved.

Six months earlier, Newport News had actually stopped work on a
nuclear-powered cruiser; the CGN 41, claiming that the contract option
for construction of that ship was invalid. Construction was resumed
under court order. However, Newport News still refuses to recognize

the validity of the option because they want a higher price than they had
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previously agreed to contractually. Although the Navy lawyers are
convinced that Newport News has no valid legal basis.for its contentions,
it could take years of litigation to establish that point. When Newport
News appealed this matter to the GAO, the GAO decided in the Navy's
favor. Newport Néws is now contesting the GAO decision in the federal

court.

In this regard, it should be noted that the Navy is at a disadvantage in
litigation of claims due to the imbalance in legal resources between the
Government and contractors submitting claims. In the case of the
cruiser dispute, the brunt of the Navy's legal work is being handled by
one lawyer, two years out of law school, as one of several assignments.
I am not questioning this individual's competence. I simply want to
point out the disparity between fhe counsel representing the Government
and the counsel representing Newport News. To date, Newport News
charged the Navy over $175 thousand for outside counsel fees pertaining
to the CGN 41 dispute plus a seven percent profit for Newpbrt News
itself. It is interesting to me that for several years I have been unable
to get the Navy to hire outside counsel to help the Navy prepare its case,
yet the Navy is paying Newport News for its outside counsel to fight the

Navy, as well as a seven percent profit for doing so.
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Newport News officials have made their intentions clear. On March 15,
1976, the President of Newport News sent a publicly released letter to one
Congressman in which he state&: "I need to bring all the pressure to

- bear that I can for a prompt and equitable resolution of the differences
between the Company and the Navy. Time has rug out." Newport News
has brought pressure to bear on the Navy through other public statements;
by complaints to defense officials and to Members of Congress; by threats
of not taking future Navy business; and by actually stopping work on the
CGN 41,

There seems to be a tendency in.some quarters to view the shipbuilding
claims prohlem as simply one of human relations. In fact some claimants
would have you believe that the whole problem has been created by per-
sonalities. They have made shipbuilding claims a political and personal
matter. In-actuality it is one of money. If a shipbuilder intends to hold
out for more than he is legally owed, his relations with the Navy will
.deteriorate until:either he convinces the Navy to pay whatever he wants
rega.rdless of legal entitlement; or, until the Navy convinces him he will
get only what he is legally o.wed, regardless of pressures the company
may bring to bear. From the Government standpoint, I view the issue
this way: Why bother negotiating and signing contracts if they are not

going to be enforced?
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To maintain a sound basis for conducting future business, I believe the

Navy should insist on compliance with its contracts—in federal court if
necessary. H contractors believe they can evade their contractual obliga-
tions by submitting inflated claims; refusing to honor contracts; complaining
to higher authority, and the like; then all defense contractors will be

encouraged to follow this approach in the future.

Our purpose today is to see to it that the Government gets value for the
money it spends. This is a practical problem agreed to by all men of
good will,

Itry to resist the giving away by the Navy of money that contractors are
not legally entitled to. Of course, everyone who testities is all for economy.
But some who testify. "'for ect'momy" do so for the:same reason that

fox-hunters join the SPCA.

Some people say I have no business to become involved in or to criticize
the contracting or other methods of the Defense Department. They say,
if any criticism is needed it should be left to those whose job this is.
B;xt some of these people havie ceased to be capable of self-criticism,
Although these officials have ‘great power to prote;ct the taxpayers, they
sometimes appear impotent when called upon to do so. 1 is as if
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. Prometheus had become manager of only a match factory.

People who try to improve the situation run considerable risk. I am
reminded of Admiral St. Vincent (Lord Jarvis) who quelled the mutiny in
the Mediterranean Fleet and prepared the British Navy for its later victory
by Admiral Nelson at Trafalgar. He became the First Lord of the
Admiralty. However, he was removed from office for trying to abolish

dockyard corruption.

Although financial dishonesty is a matter of great importance, the real
‘evil that follows general commercial dishonesty is the intellectual

dishonesty it generates.

Philosophically, I am also-aware that there may be some wealthy corporate
officials who, by their actions, appear firmly to believe in the hereafter;
also that shrouds have pockets. The Recording Angel may occasionally

shed a tear for a sinner but I doubt he will do so for these. officials.

Mr. Chairman, this is a brief summary of what confronts us. I have not
‘read the 64 volumes of claims submitted by Newport News. To my

knowledge, neither has anyone else in the Defense Department. The
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claims have not gone through the normal audit, or technical and legal
analysis. However, somegeneral items of interest in the claims have

been brought to my attention.

I will be glad to try to answer any questions you may have.
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Mr. Chairman, you have requested that I testify about
shipbuilding claims and possible violations of fraud or
false claims statutes contained in claims against the Navy.
‘The views I express are my own, and not necessarily those
of the Navy. :

'The claims problem is not new. There were shipbuilding
claims against the Navy even before the MONITOR and MERRIMACK.
In fact, one ship of the MONITOR Class was the subject of a
shipbuilding claim.

For many years there have been problems in the way ship-
building claims have been handled. 1In 1958, for example, the
General Accounting Office reported that claims submitted by
shipbuilders were vague and lacked adequate documentatiﬁn;
that Navy claims evaluations were inconclusive; and that
claims had been settled without sufficient data to demonstrate

Government responsibility.

Until the late 1960's, these claims tended to be small
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as compared to the amounts of today. For the most part
shipbuilders honored the terms of their contracts and con-
fined their claims to legitimate items. During that period
one of the largest claim settlements that I recall involved an
$8 million Eleqtric Boat claim for ‘a one-year Government-
responsible delay in construction of a submarine. The con-
tractor confined his claim largely to Government-responsible
actions, and the claim was settled for about $7 million. At
the time, $7 million was a large claim settlement; but, by
today's standards, a $7. million claim is very small.

It used to be that, if a shipbuilder lost money on a
contract, company'officials would {ccepf that fact and try to
do better the next time. However, ‘the Navy's settlement of
the huge Todd Shipbuilding claim in March 1969 introduced a
new era in shipbuilding claims.

This claim settlement was the first involving large
so-called omnibus shipbuilding claims. Such claims -- some-
times called "total cost" claims -- do not show a cause and
effect relationship between alleged Government responsible
actions and the a@ount claimed. In essence, a shipbuilder,
when faced with a projected cost overrun, makes a large claim
based on general allegations that the Government is at fault
and therefore shouid reimburse the shipbuilder for all his
costs plus his desired profit -- regardless of his own
performance. A

These lﬁrge shipbuilding claims seem to be "built

backwards." Th&t‘is, the shipbuilder estimates how much
1 N
i i
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he wants and then assigns people to make up a claim that
will yield that amount. Here is an extract from a
report of one shipbuilder's internal company meeting in
which his people were instructed how to prepare'a large
shipbuilding claim:
"Division Planning will provide #n estimate
of manhours to complete the contract. This
estimate Qill be compared with the original
of total manufacturing manhours to do the
contract, and the difference will be justified
in a saleable manner.
L] L] L]
"Mr. (X) stated that (the company) would have
to use that information and data which would
sell. Any data which would not sell would have
to be omitted."

If claims prepared in this manner are paid independent of
their legal merits, the effect is to convert fixed-price
contracts into cost-plus contracts.

I am not certain who invented the omnibus claim concept
and peddled it as a way to get out of potentially unprofitable
contracts. But the two Washington law firms I most readily
identify with this method of doing business are headed by
a former Navy General Counsel and a former Chairman of the
Defense Department's Armed Services Board of Contract Appeals.

I have contempt for federal employees who acquaint themselves
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with the inner workings of Government and its vulnerabilities,
only to switch sides later and profit personally from their
inside information.

The Todd claims exceeded $114 million and were settled
for $96.5 million -- about 84 cents on the dollar. In an
April 1971 report, the General Accounting Office was harshly
critical of the Todd Settlement, stating: '

"In our opinion, the material submitted in

the contractor's proposal did not adequately
demonstrate that the amounts claimed were caused
entirely by acts of the Government and not

possibly caused by the contractor's inefficiencies
and/or unrealistically low bid."

"We believe that the Department of Defense should
take the necessary steps to ensure that séttlements
of claims are supported by factual and reliable
data relating the specific amount claimed to acts
of the Government."

""We believe that in tﬂé'absence of such information,
there is not sufficient assurance that the settle-
ments made were fair and reasonable. The practices
presently being followed in settling claims could
lead to an erosion of the contractor's incentive
to control costs with a corresponding decline in the
effectiveness of firm-fixed-price contracting."
These latter remarks by the GAO were prophetic.

Heartened by the greatly inflated Todd settlement, many
private shipbuilders and their claims lawyers sgize& upon *
vague, unsubstantiatied claims as a means of getting well on
unprofitable contracts. As a result, the Navy was' inundated
with omnibus shipbuilding claims. In 1968, outstanding claims
totaled $66 million; in 1971 -- $605 million; in 1974 -- $1.3

billion; today -- $2.7 billion.
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In their campaign to have their claims paid, shipbuilders
place the blame entirely on the Government. They_frequently ?
attribute their problems to inflation, faulty defense procure-
ment policles, improper administration of shipbuiiding contracts
by the Navy, and a host of other reasons, all of which they
contend are beyond their control. Shipbuilder inefficiencies,
mismanagement, low productivity, and other problems are
rarely, if ever, acknowledged in the claims or in.public pro-
nouncements by company officials.

Most shipbuilders keep their claims vague and general.

In that way they can keep increasing the amount of their
claims -- as many of them have done -- if they encounter further
cost overruns.

Some officials of shipbuilding companies would have senior
Government officials believe that the Government has an ob-
ligation to make their companies profitable, regardless of
performance. When Government officials fall for this line
of reasoning and make claim settlements in excess of amounts
legally owed, they only encourage inefficiency and mismanagement.
They also undermine the integrity of Government confracts,
making them useless as a vehicle for conducting fufgre business.

The takeover of all our ‘major. thpyards by conglomerates
has made the situation worse. Conglomerates are staffed with
legal, financial, and contract experts who tend to view ship-

yard operations as a financial game. Cash flow, public re-
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ations, lobbying, and "creative accounting” are their
pecialty. Under the conglomerate philosophy, "Managers"
re interchangeable and results are measured strictly in
inancial terms. This tends to divert management attention
way from the details of building ships. In general, cor-
orate officials aré not interested in building ships; they
re interested in financial figures.

Shipbuilders should make a fair profit if their per-
ormance warrants it. That is the basis on which fixed-
rice incentive-fee.ship construction contracts are ne-
otiated. But in my opinion it is wrong for corporate
fficials to use claims, public relations, and political
lout to pass on to the Government the results of their own
oor management.

I have testified repeatedly about deficiencies in nearly
11 aspects of shipyard oﬁerations: ineffective cost controls
nd cost reporting systems; costs not related to progress in
manner that identifies potential overruns in tiﬁe to take
orrective action; subcontract procurements not managed in a
usiness-like manﬁer; excessive sole source subcontract pro-
urements; superficial negotiations of subcontracts; poor
roductivity, inéluding widespread idleness and loafing;
nadequate material controls; overtime not properly controlled;
neffective interﬁal audit systems; and excessive overhead
osts. In the current environment, howevér, it is apparently
asier to let costs come out where they will and submit claims

1an it is to establish better controls over the work.

2-529 0 ~ 82 - 15
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In recent years, both Newport News and Electric Boat have
encountered serious prodﬁctivity problems as they increased
their work forces. Both yards have had trouble training and
managing an expanding work force. Their productivity prob--
_lems delayed ships and caused higher costs. But to read
the claims submitted by them, one could only conﬁlude that
all delays and cost overruns were the Government's fault,
This is what I reseht -- the dishonesty of those who pursue
the ciaims business for a profit, and the unfair burden
these invalid claims place on the Government employees who
must refute them, and on the taxpayer. .

Some shipbuiiaers, egged on by corporate officials and
high-priced claims lawyers, have become proficient in de-
veloping, assembling, and prosecuting claims and have the
trained specialists to do so, Sometimes the impetus for a
claim comes from firms that specialize in this work. In
fact, a whole claims industry is sprouting. Here is a pro-
motional letter one company I deal with received from one

of these claims specialists:

"Dear Sir:

We are specialists in all phases of Government
and commercial contracting. Our specialty is the
ability to obtain additional funds from fixed price
customers. This is done via the constructive
change basis, which means that the entire trans-
action is evaluated from the date of the order or
contract to the date of actual delivery. All the
extras, such as extra work performance, or delays,
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or interruptions are transposed into dollars and
thus presented to the customer for reimbursement.

This essentially is collecting for delivering
something beyond the bargain, The obvious changes
are easy enough, but the subtle or hidden changes
that are not apparent; either to buyer or seller
are the ones that we can transpose into a dollar
recovery.

Our credentials are available for your review,
and our references range from the smallest companies
to those appearing on the Fortune 500. A meet ng
may be beneficial."

The above letter is from a small time operator. The
Washington law firms that specialize in claims against the
Government are more sophisticated in their marketing efforts.
They make companies aware of their services through seminars
and publications on Government contracts and claims. At
billing rates of up to $100 or more an hour, claims lawyers
will develop and promote legal theories to blame the Govern-
ment for any cost overruns their client incurs, or to con-
test the validity of a contract.

Many practitioners of the claims trade seem to specialize
in obfuscation and harassment. If fact or .the law is not
with them in a case, some claims lawyers will harass the
Government with voluminous claims, unsupported allegations,
Freedom of Information Act requests, interrogatories, de-
positions, and the like. By generating mountains of paper
and broadening issues, they hope to bog down Government

officials or courts to the point that their clients can ne-

gotiate settlements independent of the claim's legal merits.

1
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The strength of the claims lawkefs lies in their ability
to delay and harass the Covernmgnt. They well know that with
the high rate of personnel tdrnovei in Government, time works
to their advantage. They also know that the Government cannot
assign anywhere near equivalent resources to the case, and
that eventually they can wear the Government down.

Lawyers are supposed to be officers of the court charged
with responsibility of searching out the truth. My experience
has been that moét claims layyers try to hide or distort the
truth. . A

I now have first-hand experience on how a law firm
handles contract disputes. Through the month of December, I
have been subjected to a deposition conducted by a Washington
law firm that Néwport News has retained in connection with the
lawsuit between the U.S. Government and Newport News regarding
the nuclear cruiser CGN4l. The Governﬁent contends that tﬁe.
Navy has a valid contract with Newport News for construction
of the CGN41., The company, seeking to reprice the contract,
has contended it is invalid. But the issue of whether or
not there is a valid contract may never be heard in court
because Newporf News succeeded in getting the District Court
to dismiss the case without ever addressing that issue.

The case is.now before the Coﬁrt of Appeals. Since
the District Court decision may be reversed, Newport News

obtained a District Court order requiring my deposition.
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This deposition has been an eye-opener for me. Day after day,
I face as many as eight experienced lawyers. Three of them
take turns interrogating me and the others busily confer with
each other and write and pass notes.- For over 35 hours so
far my inquisitors have barraged me with questions about
dates, places, letters, conversations and fvents~spanning

a peridd of six years. They seem incredulous because I do
not remember documents written years ago even though I have
pointed out to them that I have probably read close to three-
quarters of a million documents and signed 50,000 in this
period.

Mr. Chairman, can you imagine anyone expecting you to
recall the details of every document you have signed in the
past six years; who told you each piece oé information in it;
exactly what you meant at the time; what you may have said
to people about it; and so forth? If I were to'remembér such
information 1 would have no room in my mind to handle today's
problems and plan for the future. Besides, I learned long
ago that a written record is much more reliable than memory.

I have no idea how much longer my inquisitors will pro-
long this deposition. But I think any obbective observer
reading the deposition record must concluhe that there can’
be no legitimaté purpose in dragging this deposition out.

As far as 1 can see, very few of the questions I have been
asked have any discernable relationship to whether or not
there is a valid CGN41 contract. I can only presume that

depositions of this sort are designed to consume time and
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discourage Government employees from ever standing up to a
large contractor or from hafing the temerity to put the
interests of the taxpayers above those of a large conglomerate.

The shipbuilding industry has a lobby group -- the Ship-
builders Council of America -- which provides a forum for
arriving at industry-wide positions. The theme of the major
shipbuilders is the same -- that shipbuilding claims must
be the Navy's fault since major shipbuilders have been ex-
periencing cost overruns. They blame Navy procurement poli-
cies and they blame Navy personnel for allegedly failing to
promote "good relations" with the shipbuilder.

The ultimate leverage these compaﬂies have is their
control over the facilities needed to build ships the Navy
vitally needs. Because partially completed ships cannot
be transferred from one shipyard to another, they are some-
times held hostage in contract disputes. Both Litton and
Newport News have threatened work stoppages thus forcing
the Navy into court in order to require them to continue
work. But Federal judges are not able to hear complex ship-
building contract disputes and render judgements in a short
time. In the two cases mentioned, the Navy was ordered to
continue to pay the contractor's incurred costs bénding
resolution of the dispute. This is what both shipbuilders
wanted. 7

Within the Defense Department, contract disputes have

been made more difficult by the involvement of senior officials
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in matters that their subordinates should be handling. Many
large and politically influential defense contractors have

ready access to Defense Department and Navy officials through-
out the chain of command. They use these contacts to their
advantage. I suspect that most contractor officials prefer

to deal with senior Defense officials because they are not as
familiar with contractual details as the working level officlals
and therefore tend to be more sympathetic to contractor com-
plaints.

In the past there have been far too many private meetings
between senior Government and contractor officials on matters
involving claims or contract disputes. iThese meetings under-
mine the efforts of those responsible for handling contract
matters -- particularly when they are not in attendance. At
times, those responsible have. not been informed of the results
of the meeting, or even that they were held.

- There has been a high turnover of senior Navy and Defense
officials. Each new arrival, although not acquainted with
details of the claims, wants to apply his own "magic formula"
to resolve the problem. Most of thesegattempts have been
futile. Some have actually exacerbated the problem. Here
are some ways various officials have tried to deal with the
shipbuilding claims problem during the past several years:

o In 1971, the then Commander, Naval Ship Systems

Command, personally negotiated with officials of

Lockheed Corporation and tentatively agreed to pay
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the company $62 million in settlement of shipbuilding
claims totaling about $160 million. This was the
infamous ''Golden Handshake" made without the benefit
of a legal, technical, and financial audit of the
claim. .‘

Based on a subsequent audit of the claim, the Navy's
contracting officer determined that the Navy owed only
about $7 million, not $62 million. Lockheed appealed
to the Armed Services Board of Contract Appeals. The
Board, without reviewing the merits of the Lockhead
claims, oraefed the Navy to pay the $62 million on
the basis that Deputy Secretary of Defense Packard
had'madelstatementg which led the company to believe
it would be paid that amount. ‘

In October 1969, following the Todd settlement,

the Navy established a Contract Claims Control and
Surveillance Group, to assure that major claims
submitted by Navy contractors would receive an
adequate and complete technical, legal and'financial
review, This Group disapproved some major claims
settlements and was subsequently disestablished.

In 1972,'responsibility for resolving claims was
assigned to a General Board consisting of Navy
Admirals and a Claims Board comprised of "pro-

curement executives" of the Naval Systems Commands.
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‘By 1975, the Navy reﬁorted that the claims backlog
‘had been drastically reduced as a result of claim
settlementsland.that the .problem was well in hand.
However, in order to make the claim statistics look
better, some Navy officials had resorted to semantic
gameg. Théy relabeled several large claims ""Requests
“for Equitable Adjustment." When the dollar value of
these so-called Requests for Equitable Adjustment was
added to cliims in-house and appeals before the Armed
Sefvices.Boafd of Contract Appeals, the Navy's total
claims backiog was actually $1.5 billion, not $300
million as the Navy was then reporting. _

In AprilA1976, former Deputy Secretary of Defense
Clements -announced he would try to dispose of the
Navy's $1.3 billion backlog of~shipbuildiﬁg claims

by providing ext;a-contractual relief under Public
Law 85-804. The plan was to involve Litton, Tenneco,
General Dynamics, . and National Steel. This effort
was abandoned when neither Litton nor Newport News
would accept the maximum-figure Mr. Clements felt he
. could offer. ‘

In July 1976, following collapse of the Public Law
85-804 plan, Mr. Clements approved the e;tablishment
of an independent, three-man Navy Claims Settlement
.Board to evaluate shipbuilding claims and fry to

settle them on their merits. A directive was issued
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to the effect that no one be permitted to interfere
with or give unsolicited advice to the Board.
Initially, the Board was assigned all Newport News'
shipbuilding claims, which totaled $894 million.

In March -~ 1977, the Board was also assigned the
Electric Boat SSN 688 Class claim for $544 million.

The Board has settled one of the Newpoft News'
claims, the one against the contract for construction
of the nuclear cruisers USS CALIFORNIA (CGN 36) and
USS SOUTH CAROLINA (CGN 37). This $151 million claim
was settled for $44.3 million -- less than one-third
the amount claimed. The Board is still negotiating
with Newport News to resolve the rémaining Newport
News claims. . ]

On 1 December 1977; just as the Navy Claims Settle-
ment Board was about to complete its evaluation of the
Electric Boat claim,,the Chief of Naval Material
directed that the Board terminate its efforts on that
claim, and furnish the data they had thus far developed
to a Special Steering Group under the Assistant.

Secretary of the Navy.

Grossly inflated claims are becoming accepted as standard
operating procedure. Unless something is done to enforce the

various Federal Statutes regarding fraud and false claims, we

\
\

face the prospect of being harassed by such claims indefinitely.
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The problem of Inflated clalms exists at all three private
shipbuilders with whom 1 have dealt: Ingalls Shipbuilding
Division of Litton Industries; Newport News Shipbuilding and
Dry Dock Company, a subsidiary of Tenneco; and Electric Boat
Division of General Dynamics Corporation. In prior hearings
I have pointed out the problems I'encountered in Ingalls' $40
million claim on their contract for construction of the SSN's
680, 682, and 683, Each time Government analysts refuted a
portion of this claim, Litton revised the claim and resubmitted
it,

Between November, 1970, and July, 1972, when a Contracting
Officer's decision was issued, Litton héd submitted five dif-
ferent versions of the claim -- but the amount of the'claim
always remained about the same. The claim was revised a
sixth time in the appeal to the Armed Services Board of
Contract Appeals (ASBCA) and a seventh during the Board's
hearing. Each revision required extensive analysis and eval-
uation by Government personnel. After a four-month hearing
on the matter and lengthy deliberation, the ASBCA -- obviously
bogged down by the mass of data -- awarded Ingalls roughly
half the amount claimed.

After reviewing the Litton submarine claim, I reported to
my superiors apparent irregularities in the claim. I rec-
ommended that the claim be investigated for possible vielation
of false claims statutes. An 18-month independent review by

the Navy came to a similar conclusion and the case was referred
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to the Department of Justice. A subsequent 2%-year investi-
gation by the Justice Department resulted in Litton being
indicted in Federal Court for violation of federal statutes
prohibiting the submission of false claims. lowever, a
Federal judge dismissed the indictment without hearing the
case, citing an alleged ﬁ;ocedural irregularity. The
Justice Department has appealed the judge's decision.

In June, 1976, I tes;ified at length before this committee
about Newport News' claims. I cited many examples of grossly
exaggerated and inflated items in the claim, including $97
million for "Parkinson's Law” and $32 million for "Navy
Recruiting Practices.” The record of the June, 1976, hearings
explains these and other claim items in detail.

The one claim the Navy Claims Settlement Board has been
able to settle shows that the Newport News' claims are greatly
inflated. In February, 1977, the Navy Claims Settlement Board
was able to settle the $151 million CGN 36 and 37 claim for
$44.3 million -- ohiy 29 percent of the total amount claimed.
This settlement resulted in Newport News récovering all of
its costs and a profit despite: (i) the very significant
- manpower problems Newport News experienced in building these
ships; (ii) the 18-month delay in delivery of both ships from
the original contract delivery dates during a period of double
digit inflation} and (iii) all the difficulties encountered .
by Newport News during the construction of these ships regard-

less of cause or responsibility.
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Newport News officials contend that it is wrong to

characterize this settlement as '29 cents on the dollar."

It is true that even if the claim had been determined to

be completely valid and the contract ceiling price increased
by $151 million, as the company requested in its claim,
Newport News would not have actually recovered $151 million
in cash. This is due to cost sharing provisions in the
contract. However, the Navy had to review every element of
the $151 million increase in ceiiing price claimed in order
to determine how much was valid and how much the company would
be paid. Based on this review, the Board found that over

70 percent of the claim was invalid;

I have no way of knowing what proportion of the remaining
$743 million of Newport News' claims are valid. The Navy
Claims Settlement Board is still considering them. However,
in accordance with Naval directives, I have submitted to
appropriate Naval authorities four reporté on Newéort News'
claim items under my technical cognizance which I believe
warrant investigation for possible violation of fraud or
false claims statutes. Since my review of claim items under
my technical cognizance is incomplete, there may be more.
Further, I understand that other people reviewing the claims
have reported additional claim iFems for investigation.

A similiar situation exists Qith regard to the $544 million
claim submitted\by Electric Boat under two contracts for
construction of 18\SSN 688 Class submarines. The claim was
submitted on December. 1, 1976. The General Manager of Electric

Boat ‘certified this claim as "current, complete and accurate."
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_He also certified the claim as accurately reflecting "the
material damages orbcontract adjustments for which the Navy
is allegedly liable."

The Electric Boat claim cites numerous Government actions
which the company alleges caused all éelays and increased
costs‘experienced on the SSN 688 Class ships at Electric Boat,
Yet, there were many contractor:responsible problems at Electric
Boat which adversely affected production. These problems in-
clude a shortage of skilled manpower, poor productivity, start-
up of new facilities; and a five-month labor strike.

Based on a review of claim elements under my technical
cognizance, I have submitted to the appropriate Naval author-
ities a report on 18 Elqctric Boat claim elements which I
believe should be investigated for possible violation of fraud
or false claim statutes.

More than six months have elapsed since I submitted my
first report regarding possible fraud in the Newport News'
claims. As I understand it, two attorneys in the office of
the Navy General Counsel have been given the task, along with
their other duties, of reviewing these reports ahd of de-
termining whether the claims should be forwarded to the Justice
Department for formal investigation.

Senior Navy and Defense officials seem reluctant to investi-
gate grossly inflated claims by shipbuilders, some of which

involve hundreds of millions of dollars. This reluctance could
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stem from several reasons. Many of these officials came
from industry or from law firms and may see nothing wrong
with what these companies are doing to try to enhance their
profits. Some may be reluctant to pursue the false claims
issue, for fear 'of being criticized for not promoting 'good
relations" with‘contractors, or!for scuttling a gotential
claims settlement, or for not séeing the "big piéture.”
Moreover, corporations can bring great pressure to bear and
cause delays so that it might take years to complete an
investigation,

Large shipbuilding claims can be important to
conglomerates as a means to defer or perhaps avoid having
to report losses to their stockPolders. The profit pro-
jections they use assumé a give% recovery under fhe‘claims.
To the extent the'figure assumed is greater than the amount
the Navy determines it legally owes, the company has a
strong incentive to avoid settlement through whatever means
are available, including lengthy litigation, while :it tries
to pressure the Navy into a higher settlement offer.

Inflated claims. also .increase a shipbuilder's chances of
getting paid more than he is céntractually owedﬂ’of getting
a. lucrative settlement based on the Government's assessment
of "litigative risk" and "litigative cost". "Litigative
risk' is the amount Navy lawyers include in claims settle-
ment offers: to account for the possibility of losing 'in the

Armed Services Board of Contract Appeals or in court.
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"Litigative cost" is the amount the Government estimates it
will spend to defend itself before the Board or in court.
The larger and more complex‘a claim is, the more costly it
is for the Government to litigate and the greater the risk
that a shipbuilder, with his high-priced lawyers, can
obfuscate the issues and win a favorable decision in 1lit-
igation. Of course, "litigative risk" and "litigative cost"
are highly subjective assessments which can be used to pay
off claims while ostensibly settling them only on their so-

called "legal" merits.
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If Federal statutes covering fraud and false claims are
not enforced, contractors will continue inflating their claims.
Under these conditions the Government will continue to waste
millions of dollars evaluatinglhighly inflated claims which
have little or no substance.

In my opinion, the Defense Department and the Justice
Department should strictly enforce the False Claims Act and
criminal statutes including those pertaining to fraud. Prior
to settling a claim, the Cohtracting Officer should be required
to certify that no evidence of.fraud or false claims has been
uncovered in his review. If such an affadavit éannot be made,
all evidence discovered should be thoroughly investigated for
possible fraud, with the assistance of the Justice Department.

I have testified previously and at length regarding the
need for other improvements in the area of shipbuilding claims.‘
These recommendations are as follows:

1. Authorize the Navy to hire outside counsel and such
other assistance as is necess%ry to help with c}aims and
claims-related matters. Thesé lawyers should be authorized to
perform any services in connection with these claims except
representing the Government in court, which is properly the

.function of the Justice Department. We are not presently getting
adequate legal support from the Office of Navy General Counsel.

2. Develop a permanent group of outside claims specialists
including technical personnel, procurement experts, and attorneys
to review and analyzZe major ciaims, do legal réscarch, prepare

legal documents, interview witnesses, and help prepare the

92-529 0 - 82 - 16
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Government's defenso under the direction of Governmeont porsonnel.
Prescntly, the hurden:of. claims anulysis is being borne by
Government personnel to the detriment of their assigned
responsibilities.

3. Require as a matter of law that prior to evaluﬁtion
of any claim, the Government must obtain and the contractor
must submit a signed certificate from a senior contractor
official that the claim and its supporting data are current,
complete, and accurate. There is presently a Navy requirement
to this effect, but it is not always enforced.

4. Costs incurred by the Navy in evaluation of invalid
portions of claims should be set off against the amount
determined to be legitimately owed. This should discourage
shipbuilders from using frivolous items in their claims.

5. Prohibit contractors from changing their claim after
it has been finally submitted to the Contracting Officer. Follow-
ing review by the Government, the contractors should be given
an opportunity to furnish additional information needed to support
the claim where the Government review indicates weakness. However,
new theories of entitlement and new claims submissions should be
barred. Often the Navy's claims analysis effort is frustrated
by .the constant revising of claims.

6. Require litigants and their attorneys to disclose at the
outset of any commercial litigation all facts, whether favorable
or unfavorable, relating to their lawsuit. In filing a case
before the courts or administrative.boards, the plaintiff and

his attorneys should be required to sign a stringent certificate
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that the information submitted in support thereof is current,
comﬁlete, and accurate. Criminal penalties and disbarment pro-
ceedings should be invoked for false certifications. Under our
present system, some shipbuilders contend that they are not
required to disclose. facts which would tend to undermine their
claims.
7. Change the operation of the Armed Services Board of

Contract Appeais'as follows:

a. Give the Government the same right as contractors to
appeal adverse decisions of the Armed Services Board of Contract o
Appeals. Presently, the Government has no recourse in the case
of a bad Board decision or one in which the Board has exceeded its
authority.

b. Until such right of appeal to the Courts is granted,
‘the Department of Defense should provide for internal review
of Armed Services Board of Contract Appeals decisions. Particular
attention should be paid to questions of whether the Board is
exceeding its authority.

c. Make any material obtained by contractors under the
Freedom of Information Act, which is not obtainable by discovery
proceedings, inadmissible against the Government before any
Contract Board of Appeals or in any litigation. As it now siands,
contractors can circumvent Board or Court restrictions on
discovery by using the Free&om of Information Act. The Government
has no such comparable rights.

d. Discontinue trials de novo before the Armed Services

Board of Contract Appeals. Only evidence submitted to the
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Contracting Officer should be allowed before the Armed Services
Board of Contracf'Appeals. Today a shipbuilder can present
the Board an entirely different case than he has presented to
the Contracting Officer.
e. Promulgate a Board rule that-law firms who violate

the ABA Code of Professional Responsibility are not allowed to
appeaf before the‘Board. Require that no one in the Defense
Department shall do Business with law firms which arc in violation
of the ABA Code of Professional Responsibility. At present there
seems to be no effort by the Department of Defense to ensure that
attorneys practicing before the Board comply with the ABA Code.

The above are my recommendations for improving the handling
of contract claims. I recognize.that some shipbuilaers stand to
lose considerable sums of money on their Navy shipbuilding contracts
if their contracts are enforged. So be it. That is how free
enterprise is supposed to work. Some of these losses result
from mismanagement; some from unanticipated events which the
contractor may not have foreseen, but which under tﬁe terms
of the contract are not the legal liability of the United States
Government. But, the point is that if shipbuilders are excused
from their contract#, other Defense contractors will want gimilar
treatment when the} experience losses on their Government contracts.
I view the problem this way: if contracts are not to be enforced,
there is no sense negotiating them.

There has been a tendency for some of our transient Defense
and Navy officials to believe the shipbuilding claims problem

can be solved if only a way can be found to pay contractors their
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projected losses. These officials forget that if the Government
had picked up the tab for such losses at any time in recent
years, we would still have large claims today. For example,
five years ago the Litton LHA claim was for about $270 million.
By 1976, the claim had grbwn to over $500 million. Today, the
Litton LHA claim totals over $1 billion.

The Electric Boat SSN 688 Class claim is another example.

In early 1976, thé Navy settled all outstanding claims on the
first SSN 688 Class submarine contract through May 20, 1975,

for $97 million. Then, Gencral Dynamics officials offercd

the Navy a total claims release on both the first and second

SSN 688 Class contracts for an additional $53 million. The Navy
could not accept that offer since it covefed a claim which had
not yet been presented. .

Shortly after the $97 million settlement, Depufy Secretary
of Defense Clements introduced his plan to settle shipbuilding
claims using Public Law 85-804. Under that plan, General
Dynamics and the Defense Department reached tentative agrcement
to scttle all remaining claims on thc two SSN 688 Class contracts
at Electric Boat for about $170 million—almost $120 million more
than the company's previous settlement offer. As ia;e as November,
1976, General Dynamics was still asking the Defense Department
to accept the $170 million Pubiic Law 85-804 claims settlement.

By February 1977, however, the company's cost estimates for
the SSN 688 Class construction program increased such that even
a $170 million settlement would_have left the company deeply in

the red. Moreover, costs have been overrunning so that even if
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the Government had in February, 1977, paid Electric Boat all
losses being projected at that time, the company would again

find itself in a substantial loss position by the lst of December.
Had the Government paid off the losses being projected on the

1st of December, the company would again find itself in a
projected loss position as of today. To anyone considering

a one-time payoff as a solution to the shipbuilding claims
problem this should be a sobering thought.

In extraordinary cases where the Government decides to
bail out a shipbuilder under Public Law 85-804, the Navy should
ensure future access to the shipyard's production facilities.
This could be done by buying the shipyard and having a
contractor operate it as a Government-owned, Contractor-
operated plant. Alternatively, the Navy might be able to
enter into a long-term lcasing arrangement so that if the
contractor subsequen;ly threateﬁed to deny the facilities
for Navy work, the Navy could make them available to
another contractor.

My proposal to acquire certain shipyards and operate
them as Government-owned, contractor-operated plants rather
than just to reform contracts in response to shipbuilder
threats has been criticized as an attempt to nationalize the
shipyards, and as being contrary to the "free enterprise"
system and defense procurement policies.

It is not, nor is it meant to be,a punitive measure,

as some have suggested, nor a method for the Navy to run private
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shipyards. What I envision already exists throughout Defense
procurement, in the Department of Energy, and elsewhere. In
many places, the Government owns the production facilities and
a contractor manages them for the Government. That is supposed
to give the Government the benefits of private industry in
cases where the Government owns the facilities.

Personally, I have always adv&cated relying on private
industry to provide the facilities as well as the management
expertise needed to fulfill the Government's needs.

But if the Navy excuses a shipbuilder from a contract,it may again
find itself faced with threats of work stoppage or refusals to
take new business whenever the shipbuilder wants his contracts
repriced.

Keep in mind 1 am only advocaéing the Govcrnmeﬁt-owncd,

_contractor-operated plant approach in cases where the Government
decides it must bail out an essential shipbuilder. Moreover, I
advocate the Government paying fair value for any shipyard it
would acquire under these circumstances as part of the overall
settlement so that the Government would not in any sense be
confiscating private property.

The 1last minute withdrawal of; the Electric Ban claim

‘ i
from the Navy Claims Settlement Board and a new agreement to
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defer litigation on the Litton contract dispute indicate the
possibility of another effort to settle the claims at these
two yards on other than their legal merits. As I have
préviously explained, I believe the Government should enforce
its contracts. However, I also recognize that senior Defense
officials have responsibilities far broader than my own and
may, for their own reasons, arrive at different conclusions.

‘ Defense officials have the authority to settle claims

by granting extra-contractual relief under Public Law 85-804
whenever they determine this would facilitate national de-
fense. In such cases, however, great care should be taken.

I believe that the following criteria should be ‘applied
in resolution of the claims onm a basis other than strict

" legal entitlement:

o The true financial condition of the corporation should
be determined by Government audit. Corporate officials
sometimes tend to exaggerate the severity of their
financial situation in dealing with Government officials.

o Attempts to reach an overall settlement of ship-
building claims should in no way prejudice the Govern-
ment's ability to enforce ‘the terms and conditions of
existing Government contracts.

o The worth of the claims should be determined. The
Navy, the Congress, and the public should know just
how much of the amount claimed is valid.

© The provision of extra-contractual relief should not

in any way excuse a contractor from any legal liability



243

he might have under Federal fraud or false claims
statutes. )

The settlement should not establish a precedent which
the Navy would be unwilling to apply to other claims-
troubled contractors if Fhey are essential to national
defense and if their coniinuéd ability tofperform is
in jeopardy. .

The Government should try to get back, to the great-
est extent possible, as much in value as it gives up.
The settlemeﬁt should guarantee the future avail-
ability of facilities to the Navy well into the
future -- séy‘ZS-SO years, together with the con-
tractual right to changé contractors. In this way,
the Navy will not conti&ue to be vulneraﬁle to threats
of work stoppage whenever a shipbuilder encounters
financial problems.

The settlement should specify how subcontracts should
be handled. Shipbuilders should not be permitted to
later bail out subcontractors at Government expense.
The setflement should constitute a one-time permanent
solution at that shipyard so that the Government does
not again find itself in the dilemma of having to \

choose between getting ships and enforcing contracts, .
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THIS STATEMENT REFLECTS THE VIEWS OF
THE AUTHOR AND DOES NOT NECESSARILY
REFLECT THE VIEWS OF THE SECRETARY OF
THE NAVY OR THE DEPARTMENT OF THE NAVY

STATEMENT
: OF
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DIRECTOR
NAVAL NUCLEAR PROPULSION PROGRAM
BEFORE
THE DEFENSE SUBCOMMITTEE OF THE
COMMITTEE ON APPROPRIATIONS
UNITED STATES HOUSE OF REPRESENTATIVES

MAY 5, 1981

NEW WARSHIPS AUTHORIZED AND FUNDED BY CONGRESS THIS YEAR
WILL BE OPERATING WELL INTO THE 21ST CENTURY., THEY SHOULD BE
VERSATILE PLATFORMS CAPABLE OF CARRYING WHATEVER WEAPONS THEN
"EXIST TO ANY PART OF THE WORLD, WITHOUT BEING LIMITED BY THE
AVAILABILITY OF OIL. THE IMPORTANCE OF THIS HAS BEEN DEMONSTRATED
ONCE AGAIN BY THE PERFORMANCE OF OUR NUCLEAR SHIPS IN THE INDIAN
Ocean,

CURRENT NAVY SHIPBUILDING PLANS WHICH CALL FOR CONSTRUCTION
OF MORE SHIPS THAN HAVE BEEN BUILT IN PAST YEARS WILL REQUIRE AN
EXPANSION OF THE SHIPBUILDING INDUSTRY WORKFORCE. DURING THE
1970's 'LARGE MANAGEMENT PROBLEMS DURING MANPOWER BUILDUPS AT
ELecTrRIC BoAT., NewpPorRT NEWS, AND INGALLS LED TO EXTENSIVE COST
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AND SCHEDULAR PROBLEMS., AND ULTIMATELY A $2.7 BILLION BACKLOG

OF UNSETTLED CLAIMS AGAINST THE NAVY. IN UNDERTAKING AN _
EXPANDED SHIPBUILDING PROGRAM, CONGRESS AND THE DEFENSE DEPARTMENT
WILL NEED TO ENSURE THAT THESE PROBLEMS DO NOT RECUR. CONGRESS
ALSO NEEDS TO UNDERSTAND AND HELP THE NAVY RESOLVE THE CONTRACTUAL
PROBLEMS THAT PERVADE THE SHIPBUILDING INDUSTRY,

OVER THE PAST DECADE, THE NAVY HAS NOT BEEN EFFECTIVE IN
DEALING WITH SHIPBUILDERS THAT ARE NOT PERFORMING EFFICIENTLY,
THAT DELIBERATELY UNDERBID, OR THAT HARASS THE GOVERNMENT WITH
FRIVOLOUS OR INFLATED CLAxrs. THE TRADITIONAL CONTRACTUAL AND
LEGAL REMEDIES AGAINST CONTRACTORS WHO DO NOT HONOR THEIR
CONTRACTS OFTEN PROVE TO BE WORTHLESS IN NALY SHIP CONSTRUCTION
WORK., THE SITUATION THAT EXISTS IN THE NAVY SHIPBUILDING BUSINESS
TODAY IS CONDUCIVE NEITHER TO ECONOMY, EFFICIENCY., NOR QUALITY,

THERE ARE SEVERAL REASONS FOR THIS SITUATION, THERE IS

LITTLE OR NO TRUE COMPETITION IN BIDDING FOR THE CONTRACTS TO
BUILD THE Navy’s sHIPS. EVEN WHEN THE NAVY IS NOT DEPENDENT ON
A SOLE SOURCE, THE LOW BIDDER IN COMPETITIVE SOLICITATIONS IS
NOT ALWAYS THE MOST.EFFICIENT SHIPBUILDER. ' NOR DOES HE ALWAYS
BUILD AND DELIVER SHIPS AT THE LOWEST COST TO THE GOVERNMENT,
THE STANDARD PROFIT INCENTIVES ARE NOT WORKING WITH SOME LARGE
SHIPBUILDERS. IT HAS BECOME FAR EASIER, AND MORE LUCRATIVE. FOR
SHIPYARD OFFICIALS TO INFLATE CONTRACT PRICES AFTER CONTRACT
AWARD THROUGH CHANGES AND CLAIMS THAN TO ACHIEVE GREATER
EFFICIENCY IN THE SHIPYARD, A

BECAUSE OF THE NEED FOR EXTENSIVE INTERACTION BETWEEN THE
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NAVY AND ITS SHIPBUILDERS DURING THE SHIP CONSTRUCTION PROCESS.,
THERE IS AMPLE OPPORTUNITY FOR A SHIPBUILDER TO ASSERT CLAIMS,
IN SOME CASES THERE IS'A VALID BASIS FOR A CLAIM, HOWEVER,
SHIPBUILDER CLAIMS OFTEN INCLUDE LARGE SUMS FOR WHICH THE
GOVERNMENT 1S NOT LIABLE, THESE CLAIMS ARE FREQUENTLY PRESENTED
IN SUCH A WAY THAT THEY BECOME ALMOST IMPOSSIBLE TO EVALUATE,
OuR TWO MAJOR SHIPYARDS ARE UNDER INVESTIGATION BY THE DEPARTMENT
OF JUSTICE FOR POSSIBLE FRAUD IN CONNECTION WITH PAST CLAIMS — A
THIRD YARD HAS BEEN INDICTED,

LARGE, OMNIBUS CLAIMS CAN INVOLVE HUNDREDS OR EVEN
THOUSANDS OF ALLEGATIONS SPREADING OVER MANY YEARS. UNDER
THESE CIRCUMSTANCES IT IS VIRTUALLY IMPOSSIBLE FOR SENIOR DEFENSE
OFFICIALS, JUDGES, MEMBERS OF (ONGRESS. THE PRESS, OR ANY OUTSIDE
PARTY TO SORT OUT THE FACTS AND DEAL WITH ISSUES ON THEIR MERITS.
THIS SITUATION TIES THE GOVERNMENT IN KNOTS AND DIVERTS ATTENTION
FROM PRODUCTIVE WORK — LITERALLY FOR YEARS AT A TIME.

FOR THE PAST DECADE. CONTRACT TERMS ON SHIPBUIDING CONTRACTS
HAVE BECOME MORE LIBERAL AS SHIPBUILDERS HAVE AN INCREASINGLY
GREATER SAY AS TO WHAT TERMS AND CONDITIONS THE NAVY WILL USE
TO PROCURE ITS SHIPS,

PROBLEMS IN COMPETITIVE BIDDING FOR NAVAL WARSHIPS
THE NAVY NORMALLY RELIES ON COMPETITIVE BIDDING OF FIXED

PRICE CONTRACTS WHENEVER MORE THAN ONE CONTRACTOR CAN BUILD THE
SHIPS NEEDED, HOWEVER, THE COMPETITIVE BIDDING SYSTEM IN
SHIPBUILDING IS BEING SUBVERTED BY REPEATED UNDERBIDDING AND
SUBSEQUENT ATTEMPTS TO RECOVER LOSSES BY CLAIMS.
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THE UNDERLYING PREMISE OF COMPETITIVE BIDDING IS THAT
OVER THE LONG RUN AN EFFICIENT COMPANY WILL REAP REWARDS IN
THE FORM OF MORE BUSINESS AND HIGHER PROFITS WHILE INEFFICIENCY
LEADS TO DECLINING BUSINESS AND LOSSES. IN NAVAL SHIP PROCURE-
MENT, HOWEVER, THIS PREMISE HAS NOT BEEN HOLDING TRUE,

THERE HAVE BEEN TWO SHIPBUILDERS IN THE Navy’s SSN 688
CLASS SUBMARINE CONSTRUCTION PROGRAM, ELECTRIC BOAT HAS won
CONTRACTS FOR A TOTAL OF 20 SHIPS. NEWPORT NEWS HAS CONTRACTS
ForR ONLY 13. YET, NEwPORT NEWS HAS BEEN AND CONTINUES TO BE BY
FAR THE MORE EFFICIENT OF THE TWO SHIPBUILDERS.

FOR THE FIRST FIVE SHIPS DELIVERED. ELECTRIC BOAT'S cOSTS
AVERAGED 50 PERCENT MORE THAN THE COSTS NEWPORT NEWS INCURRED
ON ITS FIRST FIVE SHIPS, NEWPORT NEWS SPENT AN AVERAGE $98
MILLION PER SHIP: ELECTRIC BoAT SPENT $148 MILLION, IN ADDITION
ELecTRIC BOAT EXPENDED 26 PERCENT MORE MANHOURS TO BUILD ITS
FIRST FIVE SHIPS THAN NEWPORT NEWS EXPENDED.

FOR THE FOLLOWING FIVE SHIPS., CURRENT PROJECTIONS INDICATE
THAT ELECTRIC BOAT WILL PROBABLY EXPEND 30 PERCENT MORE MANHOURS
THAN NEwPORT NEwS WILL EXPEND. DIRECT COST COMPARISONS FOR
THESE FIVE SHIPS ARE DISTORTED BECAUSE THE CONTRACT FOR THE
NewPORT NEWS SHIPS WAS AWARDED IN 1977 — TWO TO FOUR YEARS LATER
THAN THE CORRESPONDING ELECTRIC BOAT CONTRACTS. THUS LABOR AND
MATERIAL c¢5Ts AT NEwPORT NEWS SHOULD BE HIGHER DUE TO INFLATION.
NoNETHELESS., NEWPORT NEws' PROJECTED COSTS AT COMPLETION FOR
THESE SHIPS ARE, ON THE AVERAGE. ABOUT $25 MILLION PER SHIP
LOWER THAN ELECTRIC BoaT's.
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THE PERFORMANCE DIFFERENCE SHOWS UP ALSO IN SHIP DELIVERIES.
This YEAR ELECTRIC BoAT DELIVERED 1TS SIXTH SSN 688 CLAss
SUBMARINE — FOUR YEARS LATER THAN THE ORIGINAL CONTRACT DELIVERY
DATE. NEwPORT NEWs ALSO DELIVERED ITS SIXTH SSN 688 CiLass
SUBMARINE THIS YEAR — EIGHT MONTHS LATER THAN THE ORIGINAL
CONTRACT DELIVERY DATE.

OF COURSE MANHOUR AND COST PROJECTIONS ON UNCOMPLETED SHIPS
ARE ONLY SHIPBUILDER ESTIMATES WHICH CAN AND DO CHANGE. HOWEVER.
ELECTRIC BOAT HAS HISTORICALLY MADE EXCESSIVELY OPTIMISTIC COST
PROJECTIONS WHILE NewPORT NEWS, IN RECENT YEARS. HAS TENDED .TO
BE CONSERVATIVE.

DESPITE PAST PERFORMANCE, ELECTRIC BOAT SEEMS ALWAYS IN A
POSITION TO BE THE LOW BIDDER, SIMPLY BY PROJECTING FUTURE
PRODUCTIVITY IMPROVEMENTS. AFTER THE 1978 P.L. 85-804 cLaims
SETTLEMENT, FOR EXAMPLE. ELECTRIC BOAT AGAIN UNDERBID NEWPORT
NEws FOR TWO SSN’s CONGRESS AUTHORIZED FOR FISCAL YEARS 1978 AND
1979, THe Navy INFORMED ELECTRIC BOAT THAT THE NAVY CONSIDERED '
THE COMPANY'S BID WAS UNREALISTICALLY LOW: ELECTRIC BOAT INSISTED
IT WAS NOT. ALTHOUGH OFFICIALS OF THE NAVAL SEA SysTems COMMAND
WERE CONVINCED THAT THE NAVY WOULD ULTIMATELY SAVE MONEY ON
THESE SHIPS BY AWARDING TO NEwPORT NEws, NAVY LAWYERS ADVISED
THAT THE CONTRACT HAD TO BE AWARDED TO THE LOW BIDDER. ELECTRIC -
BoaT.

APPARENTLY ELECTRIC BOAT’S BIDDING TACTICS WERE AIMED AT
TRYING To FORCE NEwPORT NEWS OUT OF THE BUSINESS. THE CHAIRMAN
oF THE BoARD OF GENERAL Dynamics ToLD ELECTRIC BOAT EMPLOYEES
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SHORTLY AFTER RECEIVING THIS CONTRACT., “BECAUSE WE'RE IN THE
'SUBMARINE BUSINESS WE WANT TO BE THE ONLY ONE AND THE BEST
ONE WITHOUT ANY QUESTION.”

IN AN EFFORT TO SUSTAIN A SUBMARINE CONSTRUCTION CAPABILITY
AT NewporT News IN THE FACE OF ELECTRIC BOAT’S AGGRESSIVE AND
UNREALISTIC BIDDING, SENIOR MILITARY OFFICIALS ON TWO SEPARATE
OCCASIONS IN 1979 souGHT SECRETARY OF THE NAvY APPROVAL TO
ALLOCATE THE NAvy’s NEXT two SSN’s To NewporT News., IN BOTH
CASES THE REQUEST WAS DISAPPROVED. FORMER SECRETARY OF THE
NAVY HIDALGO ORDERED THAT THESE SHIPS SHOULD BE "COMPETED” AND
ELECTRIC BOAT ONCE AGAIN SUBMITTED THE LOW BID.

SECRETARY OF THE NAvY LEHMAN, UPON TAKING OFFICE, RECOGNIZED
THE NEED TO KEEP NEWPORT NEws IN THE SUBMARINE CONSTRUCTION
BUSINESS AND AUTHORIZED SOLE SOURCE NEGOTIATIONS WITH THAT YARD
FOR THOSE TWO SSN’S AND AN ADDITIONAL ONE THAT CONGRESS HAD
SUBSEQUENTLY AUTHORIZED. PROVIDING THAT NEWPORT NEWS ACCEPTS
THE NAVY'S TERMS AND CONDITIONS. THE NAVY WILL BE IN A POSITION
TO KEEP ITS MOST EFFICIENT YARD BUILDING SUBMARINES.

THIS EXPERIENCE HIGHLIGHTS THE NEED FOR STATUTORY OR
REGULATORY AUTHORITY THAT WILL ENABLE THE NAVY TO FRUSTRATE A
BUY-IN ATTEMPT BY REJECTING AN UNREASONABLY LOW BID. WERE IT
NOT FOR THE NEED TO KEEP NEwPORT NEWS INVOLVED IN THE SUBMARINE
CONSTRUCTION ‘BUSINESS. THE NAVY MIGHT HAVE BEEN FORCED TO CONTINUE
AWARDING SSN’s To ELECTRIC BOAT, EVEN THOUGH IT WOULD NOT BE
IN THE NATIONAL INTEREST TO DO SO,

BY CONSISTENTLY UNDERBIDDING ITS MORE EFFICIENT COMPETITOR.
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AND THEN FAILING TO PERFORM AS PREDICTED, ELECTRIC BOAT HAs
CAUSED THE NAVY NO END OF PROBLEMS., SHIP DELIVERIES HAVE BEEN
YEARS LATER THAN AT NewPORT News. CONSTRUCTION DELAYS HAVE
TIED UP.SCARCE NAVY CREWS USELESSLY AT THE SHIPYARD AWAITING
SHIP DELIVERY. By DEPRIVING NEWPORT NEWS OF SUBMARINE BUSINESS
THE NAVY IS HAVING TO PAY FOR A COSTLY BREAK IN PRODUCTION AT
NewporRT News. MOREOVER. THROUGH CLAIMS, ELECTRIC BOAT HAS BEEN
ABLE TO PASS ON THEIR OWN HIGHER coSTS To THE NAvy. THus
ERASING COMPLETELY ANY APPARENT COST SAVINGS ARISING FROM
HAVING AWARDED THESE CONTRACTS TO THE LOW BIDDER.

In June 1978, To SETTLE, THE ELECTRIC BOAT CLAIMS. FORMER
SECRETARY OF THE NAVY CLAYTOR AGREED TO. THE FOLLOWING TERMS:

A. Tue Navy PAID ELECTRIC BOAT THE MAXIMUM AMOUNT
IT COULD JUSTIFY THE CLAIMS WERE WORTH ~ $125 MILLION.

B. THE NAVY AGREED TO PAY $353 MILLION IN EXTRA
CONTRACTUAL RELIEF IN RETURN FOR WHICH ELECTRIC BOAT wouLD
ACCEPT A $359 MILLION LOSS.

C. THE NAVY WOULD SHARE FURTHER OVERRUNS 50-50 up
TO A MAXIMUM ADDITIONAL NAVY LIABILITY OF $50 MILLION,

D. THE .NAVY WOULD ABSORB ALL INFLATION COSTS IN
EXCESS OF 7 PERCENT- FOR LABOR AND b PERCENT FOR MATERIAL FOR THE
REMAINDER OF THE CONTRACT.

AS A RESULT OF EVENTS SUBSEQUENT TO THE CLAIM SETTLEMENT,
THE NAVY NOW ESTIMATES IT WILL HAVE To PAY $50 MILLION FOR ITS
SHARE OF ELECTRIC BOAT’S cosT OVERRUNS AND $105 MILLION AS A
" RESULT OF INFLATION BEYOND / PERCENT FOR LABOR AND 6 PERCENT
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FOR MATERIAL. COUNTING A PRIOR $97 MILLION CLAIM SETTLEMENT,
THE NAVY WILL END UP PAYING ELECTRIC BoAT $222 MILLION IN
CLAIM SETTLEMENTS ON THE SSN 638 PROGRAM AND AN ADDITIONAL $514
MILLION IN EXTRA CONTRACTUAL RELIEF, .

. THROUGH THE CLAIM SETTLEMENTS AND EXTRA CONTRACTUAL RELIEF.
THEREFORE, THE NAVY HAS UPPED THE PRICE OF THESE SHIPS BY AN
AVERAGE OF $40.8 MILLION EAcH FOR 18 sHIPs., ELECTRIC BOAT AGREED
TO ABSORB AS A LOSS ABOUT $20 MILLION PER SHIP,

IN 1978, THE Navy ALsO SETTLED NEwPORT NEwS' CLAIMS ON THE
SSN 688 CLASS SUBMARINE PRocRéM. THe Navy PAIQ NewpPorT NEws
$63.7 MILLION AGAINST THE CLAIMS PLUS $5 MILLION IN EXTRA
CONTRACTUAL RELIEF — AN AVERAGE OF $13.7 MILLION PER SHIP FOR
5 SHIPS,
NewpoRT NEWS NOW APPEARS TO BE HEADED FOR A SUBSTANTIAL
PROFIT ON ITS LATER SSN 688 CLASS SHIPS AND, THEREFORE, NO
LARGE CLAIMS ARE EXPECTED. ELECTRIC BOAT. HOWEVER, HAS EXPERIENCED
EXTENSIVE AND WELL-PUBLICIZED; PROBLEMS INVOLVING ITS OWN DEFECTIVE
MATERIAL AND WORKMANSHIP IN BOTH THE SSN 688 A&D TRIDENT ProGRAMS,
THE COMPANY HAS ANNOUNCED IT WILL ATTEMPT TO RECOVER THE EXTRA
COST OF THESE PROBLEMS THROUGH INSURANCE CLAIMS AGAINST THE
GOVERNMENT, THE COMPANY HAS SAID THESE CLAIMS WILL APPROACH
$100 MILLION., | PREDICT THAT BEFORE WE ARE THROUGH, ELECTRIC
BOAT CLAIMS WILL BE FAR HIGHER THAN THIS. '
PROBLEMS IN SOLE SOURCE PROCUREMENT OF NAVAL WARSHIPS

THE NAVY HAS LITTLE OR NO LEVERAGE IN NEGOTIATIONS WITH

A SOLE SOURCE SHIPBUILDER ONCE FUNDS HAVE BEEN AUTHORIZED AND

92~529 0 - 82 - 17
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APPROPRIATED BY CONGRESS, IF ONLY ONE FIRM HAS THE REQUISITE
FACILITIES AND EXPERTISE IT CAN EFFECTIVELY DICTATE TERMS AND
CONDITIONS UNDER WHICH THE NAVY WILL BUY A SHIP. FOR EXAMPLE.
ELECTRIC BOAT RECENTLY USED ITS SOLE SOURCE PoSITION oN TRIDENT
SUBMARINES TO EXACT NAVY AGREEMENT TO PAY THE PREMIUMS FOR AN
INSURANCE POLICY FROM LLOYD'S OF LONDON TO COVER THE RISK OF

ITS OWN DEFECTIVE MATERIAL AND WORKMANSHIP. ELECTRIC BOAT ALSO
INSISTED ON A LOOPHOLE IN THE Navy’'s NEw "NoTiFicaTioN oF CHANGES”
CLAUSE WHICH PRESERVES FOR THE COMPANY THE ABILITY TO GENERATE
LARGE CLAIMS YEARS AFTER THE FACT — EXACTLY THE OPPOSITE OF WHAT
THE NAVY IS TRYING TO ACCOMPLISH WITH THE CLAUSE,

NEwPORT NEWS INSISTED UPON AND OBTAINED IN THE CVN 71
SHIPBUILDING CONTRACT A SPECIAL CLAUSE UNDER WHICH THE GOVERNMENT
MUST ADJUST THE CONTRACT PRICE FOR DELAYS CAUSED BY ENERGY
SHORTAGES — A CLAUSE NOT GENERALLY GIVEN TO ANY OTHER CONTRACTORS.
THE ORDERING OF LONG LEADTIME MATERIALS FOR CONSTRUCTION OF
CVN 71 was DELAYED ABOUT FOUR MONTHS BEFORE THE NAVY WAS FINALLY
ABLE TO GET NEWPORT NEWS' AGREEMENT TO COMPLY WITH THE REQUIRE-
MENTS MANDATED BY CONGRESS FOR CERTIFICATION OF CLAIMS,

THE NAVY IS ALSO AT A DISADVANTAGE IN PRICE NEGOTIATIONS
WITH SOLE SOURCE CONTRACTORS, FOR EXAMPLE, DURING NEGOTIATIONS
For THE CVN 71. NewporT NEWS PROPOSED OVER 2 MILLION MANHOURS
MORE THAN THE COMPANY WAS THEN PROJECTING AS NECESSARY FOR THE
CONSTRUCTION OF THE PREDECESSOR SHIP, CVN 70, ALTHoueH CVN 71
WAS THE FOURTH SHIP OF THE CLASS BUILT BY THIS SHIPYARD. WITH
ONLY MINOR DIFFERENCES IN SPECIFICATIONS BETWEEN THE SHIPS.
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NewpoRT NEWS CONTENDED IT NOW HAS A YOUNGER WORKFORCE. THAT
WILL BE LESS EFFICIENT. ALTHOUGH THE NAVY STRCNGLY DISAGREED
WITH THE ESTIMATE, IT WAS UNSUCCESSEUL IN NEGOTIATING THESE
ADDITIONAL MANHOURS ouT OF THE NEWPORT NEWS PROPOSAL,

SIMILARLY, NewPORT NEWS RECENTLY BEGAN ADDING A CONTINGENCY
TO SUBMARINE OVERHAUL CONTRACT PRICE PROPOSALS ON THE THEORY
THAT INCREASED SUBMARINE OVERHAUL WORKLOAD WOULD REDUCE EFFICIENCY.
To EVALUATE THE COMPANY'S ESTIMATE THE NAVY REPEATEDLY REQUESTED
NewPORT NEWS TO PROVIDE INFORMATION SUCH AS THE NEED FOR NEW
HIRES., THE DURATION OF INEFFICIENCY, AND THE BASIS OF THE
“INEFFICIENCY FACTOR” APPLIED. THE CONTRACTOR REFUSED TO PROVIDE
SUCH SUPPORTING DATA, BECAUSE THE WORK NEEDED TO GET STARTED.
THE NAVY EVENTUALLY HAD TO SIGN THE CONTRACT WITH AN
UNSUBSTANTIATED $1.5 MILLION INCLUDED FOR THIS ALLEGED
INEFFICIENCY. o
PROBLEMS WITH INCENTIVE CONTRACTS

FOR A SHIPBUILDER IT IS OFTEN EASIER TO INCREASE PROFITS

BY NEGOTIATING HIGHER PRICES THAN IT IS TO EARN INCENTIVE PROFITS
BY ACTUAL COST REDUCTION, FOR EXAMPLE, NEWPORT NEWS AND THE

NAVY TYPICALLY NEGOTIATE A TARGET PROFIT FOR SUBMARINE OVERHAUL
WORK OF ABOUT 10 PERCENT OF THE ESTIMATED COST OF THE JOB. By
THE TIME THE JOB IS DONE, AND THE CONTRACT PRICE ADJUSTED \
UPWARD FOR CHANGES. NEWPORT NEWS HAS BEEN AVERAGING 17.6 PERCENT
PROFIT ON INCURRED COSTS AND UP TO 70 PERCENT RETURN ON INVEST-
MENT CALCULATED IN TERMS TENNECO USES TO JUDGE THE PERFORMANCE

OF ITS DIVISIONS, TYPICALLY THE FiNAL COST FOR THE ENTIRE
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SUBMARINE OVERHAUL., INCLUDING CHANGES. TURNS OUT TO BE ABOUT
EQUAL TO THE ORIGINAL NEGOTIATED TARGET COST, WITHOUT CHANGES,
SINCE THE PRICE HAS BEEN INCREASED FOR CHANGES NEWPORT NEws
REALIZES A LARGE COST-UNDERRUN., THUS QUALIFYING FOR THE MAXIMUM
INCENTIVE FEE.

ON RECENT SOLE SOURCE, FIRM FIXED PRICE CONTRACTS FOR POST
SHAKEDOWN AVAILABILITIES OF NEW CONSTRUCTION SUBMARINES. NEWPORT
NEWS HAS BEEN REALIZING AN AVERAGE PROFIT OF 21 PERCENT OF
INCURRED €0ST. ON THE AVERAGE, AFTER THE SHIP HAS LEFT THE
YARD AND ALMOST ALL COSTS INCURRED, THE PRICES OF THESE CONTRACTS
ARE INCREASED BY 30 PERCENT TO REFLECT THE ALLEGED EFFECT OF
CONTRACT CHANGES MADE DURING THE AVAILABILITY, THE QUESTION IS
WHETHER THE HIGH PROFITS NEwPORT NEWS HAS BEEN REALIZING ON
THESE CONTRACTS REFLECT TRUE COST REDUCTION OR PRICE GOUGING.

DETAILED DATA ON THE ABOVE EXAMPLES IS SHOWN IN THE TABLES
ATTACHED TO THIS STATEMENT.

CONTRACT CLAIMS

IN INDUSTRIES WHERE THERE IS TRUE COMPETITION, OR WHERE A
FEW COMPANIES SELL TO MANY CUSTOMERS., A CONTRACTOR WHO FAILS
TO DELIVER WITHIN THE CONTRACT AMOUNT HAS A HARD TIME TRYING TO
BLAME HIS PROBLEMS ON THE CUSTOMERS. IN THE SHIPBUILDING
INDUSTRY., HOWEVER, THE NAVY IS THE SOLE CUSTOMER AND MUST PROVIDE
MOST OF THE'DRAWINGS AND SOPHISTICATED EQUIPMENT USED IN CON-
STRUCTING MAJOR COMBATANT SHIPS. THUS IF A SHIPBUILDER GETS INTO
TROUBLE, EITHER THROUGH POOR PERFORMANCE OR FROM HAVING
DELIBERATELY: UNDERBID THE CONTRACT. CHANCES ARE GOOD THAT HE CAN
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FIND A WAY TO BLAME THE NAVY AND TRY TO REPRICE THE CONTRACT
THROUGH CLAIMS,

SOME LAW FIRMS NOW SPECIALIZE IN CONTRACT CLAIMS —
PARTICULARLY SHIPBUILDING CLAIMS AGAINST THE Navy. Many
FORMER GOVERNMENT ATTORNEYS FILL THEIR RANKS. THESE FIRMS ARE
THE “AMBULANCE CHASERS” OF [THE WASHINGTON BAR, AND THEY GUIDE
SHIPBUILDERS IN PREPARING AND PROSECUTING TQEIR CONTRACT CLAIMS
AGAINST THE NAVY, RATHER THAN PROMOTING JUSTICE AS OFFICERS
OF THE COURT. MANY CLAIMS LAWYERS USE THEIR SKILLS TO CLOUD
ISSUES. HARASS THE GOVERNMENT. AND FRUSTRATE PROMPT RESOLUTION
OF DISPUTES — EXCEPT ON THE CLIENT’S TERMS,

THE CLAIMS THEY SUBMIT ARE GENERALLY CONSTRUCTED TO
OBFUSCATE RATHER THAN ILLUMINATE, A NEWSPAPER RECENTLY QUOTED
ONE PROMINENT WASHINGTON CLAIMS LAWYER AS SAYING THAT A LARGE.
OMNIBUS CLAIM “SHOULD BE LIKE AN IMPRESSIONIST PAINTING. You
DON’'T HAVE TO FILL IN EVERY DETAIL TO KNOW WHAT IS PICTURED.

A FEW DABS HERE AND IT’'S A NUDE WOMAN: A FEW DABS THERE, AND IT
15 A D0G.” A FORMER LITTON EXECUTIVE CHARACTERIZED THE CLAIMS
PROCESS THIS WAY: "THE WHOLE PROCESS IS A CHARADE, THE LAWYERS
ARE JUST USED TO STALLING AND DELAYING UNTIL THE EXECUTIVES

CAN SIT DOWN WITH THE TOP %EOPLE IN THE ARMED FORCES AND MAKE A
DEAL.” '

THE CLAIMS LAWYERS CONSTITUTE AN INDUSTRY WITHIN THE DEFENSE
INDUSTRY, COMPLETE WITH ITS OWN LOBBYING ORGANIZATION AND
OBJECTIVES — AN INDUSTRY THAT DEPENDS FOR ITS SURVIVAL ON THE
PERPETUATION OF CLAIMS AND CONTRACT DISPUTES., THE AMERICAN BARr
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ASSOCIATION HAS LENT ITS PRESTIGE TO THE ACTIVITIES OF A FEM
CLAIMS LAWYERS WHO, IN THE-NAME OF THE ASSOCIATION. HAVE BEEN
PROMOTING LEGISLATION AND REGULATIONS DESIGNED TO MAKE IT
EVEN HARDER FOR THE GOVERNMENT TO PROTECT ITSELF AGAINST
FRIVOLOUS. INFLATED OR UNSUBSTANTIATED CLAIMS, THE AMERICAN
Bar AssociaTioN (ABA) HAS ALSO BEEN TRYING TO WATER DOWN
PROPOSED STATUTES AND REGULATIONS WHICH PROVIDE SANCTIONS
AGAINST SUBMISSION OF FALSE CLAIMS,

I HAVE WRITTEN REPEATEDLY TO THE ABA TO BE SURE THAT
ORGANIZATION IS AWARE OF THE ACTIVITIES OF THESE CLAIMS LAWYERS
AND THE HARM THEY ARE DOING TO THE PUBLIC. AS YOU MIGHT
EXPECT THE PAST TWO PRESIDENTS OF THE ABA HAVE CONCLUDED THAT
THEIR REPRESENTATIVES HAVE BEEN CONDUCTING THEMSELVES IN THE
PUBLIC INTEREST,

SHIPBUILDERS AND THEIR CLAIMS LAWYERS HAVE SHOWN THAT THEY
CAN EVEN DELAY ADJUDICATION OF RELATIVELY SIMPLE DISPUTES ALMOST
INDEFINITELY. IN 1972, rFor ExamMPLE. THE NAvy anp -ELECTRIC
BOAT ENTERED INTO AN AGREEMENT WHICH SET A CEILING ON OVERHEAD
COSTS THAT WOULD BE ALLOWED UNDER GOVERNMENT CONTRACTS FOR
1972 THRouGH 1975, IN 1977. THE NAVY CONTRACTING OFFICER
ISSUED FORMAL DECISIONS TO THE EFFECT THAT ELECTRIC BOAT OWED
THE NAvY ABOUT $28 MILLION IN OVERPAYMENTS UNDER THE AGREEMENT.
ELECTRIC BOAT HIRED CLAIMS LAWYERS WHO CHALLENGED THE AGREEMENT
To THE ARMED SERVICES BoARD OF CONTRACT APPEALS. TODAY, OVER
FOUR YEARS AFTER THE COMPANY FILED ITS APPEAL. THE BOARD HAS
YET TO HEAR THE CASE. MEANWHILE., ELECTRIC BOAT CONTINUES TO
HAVE USE OF THE $28 MILLION,
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THIS DISPUTE 1S OVER THE INTERPRETATION OF A FEW PARAGRAPHS
IN A FOUR PAGE., DOUBLE SPACED, DOCUMENT., SHIPBUILDING CONTRACTS
WITH THEIR THOUSANDS OF PAGES OF SPECIFICATIONS AND DRAWINGS.
AND THE PILES OF CORRESPONDENCE INVOLVED IN ADMINISTERING THEM,
OFFER AN EVEN GREATER TARGET OF OPPORTUNITY FOR CLAIMS LAWYERS.
DuriNG THE 1970’s FOR EXAMPLE, NewPORT NEWS SUBMITTED CLAIMS
TOTALING NEARLY $900 MILLION IN 64 BOUND VOLUMES, EACH ABOUT
TWO AND ONE-HALF INCHES THICK. EVALUATING SUCH CLAIMS BECOMES
A HERCULEAN TASK FOR GOVERNMENT PERSONNEL.

CLAIMS LAWYERS AND THEIR CLIENTS KNOW THEY CAN EASILY TIE
uP THE NAVY IN COURT FOR A DECADE OR MORE WITH AN OMNIBUS SHIP-
BUILDING CLAIM. AS TIME PASSES., GOVERNMENT OFFICIALS COME AND
GO, MEMORIES FADE, WITNESSES GET HARDER TO FIND, AND THE
PRESSURE ON GOVERNMENT OFFICIALS TO REACH A COMPROMISE SETTLEMENT
GROWS. THIS ALL WORKS TO THE ADVANTAGE OF THE SHIPBUILDER WHO
HAS SUBMITTED AN INFLATED CLAIM.

FROM A CONTRACTOR’S VIEWPOINT IT OFTEN PAYS TO SUBMIT A
CLAIM EVEN IF HE HAS NO CASE WHATSOEVER. CHANCES ARE THAT HE
WILL GET A SETTLEMENT THAT WILL MORE THAN TAKE CARE OF HIS
EXPENSES.,

SIGNIFICANCE OF UNSETTLED CLAIMS IN CORPORATE PROFIT REPORTS

UNSETTLED CLAIMS HAVE BEEN INVALUABLE TO SHIPBUILDERS AND

THEIR PARENT CONGLOMERATES AS A WAY TO MANIPULATE PROFIT
FIGURES REPORTED TO STOCKHOLDERS,

PriorR To THE P.L. 85-804 SETTLEMENT IN June 1978, ELECTRIC
BOAT ESTIMATED THE COST OF COMPLETING THEIR SSN 688 CONTRACTS
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wouLD BE $840 MILLION ABOVE THE CONTRACT CEILING PRICE. By
VALUING ITS UNSETTLED SHIPBUILDING CLAIMS AT THIS SAME AMOUNT,
ELEcTRIC BOAT WAS ABLE TO REPORT THE SSN 688 CONSTRUCTION
CONTRACTS AS A “NO-PROFIT, NO-LOSS"” PROPOSITION,

THE RECORD PROFIT GENERAL DYNAMICS REPORTED FoR 1977 — $103
MILLION — WAS PREDICATED ON ELECTRIC BOAT RECOVERING FROM THE
NAVY EVERY CENT OF THE COMPANY'S $840 MILLION ANTICIPATED OVERRUN.
IF GENERAL DYNAMICS HAD ADMITTED THAT AS LITTLE AS 13 PERCENT OF
THE OVERRUN WAS EFECTRIC BOAT’S RESPONSIBILITY, THE ENTIRE
CORPORATION WOULD HAVE HAD TO REPORT A LOSS RATHER THAN RECORD
PROFITS FOR 1977,

WHEN ELECTRIC BoOAT AGREED TO THE NAVY'S SETTLEMENT. GENERAL
DYNAMICS HAD TO WRITE OFF AND REPORT TO STOCKHOLDERS IMMEDIATELY
A $359 MILLION LOSS — THE FIRST AND ONLY TIME GENERAL DyNamrcs
HAS HAD TO ACKNOWLEDGE A L.0SS ON ITS SSN 688 CONTRACTS. DESPITE
THE LARGE OVERRUNS THAT HAD BEEN BUILDING UP OVER THE YEARS.
THis $359 MILLION LOSS MORE THAN ERASED THE RECORD 1977 PROFITS
REPORTED JUST A FEW MONTHS EARLIER, IN FACT, THIS LOSS WAS
GREATER THAN THE TOTAL PROFITS EARNED BY ELECTRIC BoAT IN
BUILDING NUCLEAR SUBMARINES SINCE NAUTILUS.

By BEING ABLE TO REPORT THE LOSS AND THE SETTLEMENT
SIMULTANEOUSLY. HOWEVER, GENERAL DYNAMICS WAS ABLE TO MAKE WHAT
SHOULD HAVE BEEN BAD NEWS SOUND LIKE GOOD NEWS. THE PRICE OF
GENERAL DYNAMICS STOCK INCREASED DRAMATICALLY. THE CORPORATION
SUBSEQUENTLY REPORTED FOR 1978, THE YEAR OF THE SETTLEMENT:

“NET EARNINGS FROM OPERATIONS INCREASED 34 PERCENT TO A RECORD
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HIGH OF $138.6 MILLION (ALTHOUGH A NET LOSS oF $U48,1 MILLION
'WAS RECORDED AFTER CONSIDERATION OF THE SSN 688 SETTLEMENT).”
As A RESULT OF THE MUCH PUBLICIZED PRODUCTION AND QUALITY

CONTROL PROBLEMS AT ELECTRIC BOAT AFTER THE SETTLEMENT. ITS

SSN 688 CLASS SUBMARINE CONTRACTS ARE AGAIN EXPECTED TO OVERRUN,
AND AGAIN. GENERAL DYNAMICS IS SAYING THAT THE GOVERNMENT WILL
END UP PAYING FOR THESE PROBLEMS AS A RESULT OF INSURANCE CLAIMS
ELECTRIC BOAT PLANS TO SUBMIT.

ALTHouGH ELECTRIC BOAT HAS NOT YET SUBMITTED ITS CLAIMS,

IT CONTENDS THAT UNDER THE TERMS OF ITS SHIPBUILDING CONTRACTS
THE NAVY HAS AGREED TO INSURE THE COMPANY AGAINST THE EFFECTS OF
THE SHIPYARD'S OWN DEFECTIVE MATERIAL AND POOR WORKMANSHIP. THE
NAVY REJECTS THIS ELECTRIC BOAT CLAIM THEORY COMPLETELY.
PRESUMABLY THE COMPANY WILL AGAIN ANTICIPATE REVENUE ON THE
PREMISE THAT THE NAVY WILL PAY THE CLAIM, WHENEVER IT IS SUBMITTED,
THE INSURANCE CLAIM, OF COURSE. IS SIMPLY A NEW WRINKLE TO THE
OLD CLAIMS GAME,

_ GENERAL DYNAMICS IS NOT ALONE IN USING UNSETTLED CLAIMS TO
COVER UP POTENTIAL LOSSES. DESPITE SUBSTANTIAL OVERRUNS

LITTON WAS ABLE TO AVOID REPORTING A LOSS ON ITS CONTRACT FOR
HELICOPTER ASSAULT SHIPS (LHA) UNTIL THE ACTUAL DATE oF THE LHA
CLAIM SETTLEMENT., LITTON WAS ABLE TO DO THIS SIMPLY BY
ASSERTING THAT THE COMPANY HAD VALID CLAIMS AGAINST THE Navy
SUFFICIENT TO COVER THE OVERRUNS., THE SECURITIES AND EXCHANGE
CommissioN (SEC) RECENTLY ANNOUNCED THAT LITTON LACKED ADEQUATE
GROUNDS FOR NOT PROVIDING FOR A LOSS ON THE LHA CONTRACT IN ITS
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FINANCIAL STATEMENTS FILED WITH THE SEC BETWEEN 1973 aND
1978. THe SEC STATED: “RECOGNITION OF SUCH A LOSS WOULD HAVE
SUBSTANTIALLY REDUCED LITTON'S REPORTED NET INCOME.”

By 1978 NewpoRT NEwS HAD SUBMITTED CLAIMS AGAINST THE
NAvY. TOTALING $894 MILLION IN AN EFFORT TO RECOVER ROUGHLY
$200 MILLION., By AssuMING THE NAVY WOULD EVENTUALLY PAY THIS
AMOUNT. THE YARD OFFICIALS WERE ABLE TO REPORT RECORD PROFITS
AT THE SAME TIME THEY WERE COMPLAINING TO DEFENSE OFFICIALS
THAT THEY WERE LOSING MONEY ON NAvY cONTRACTS. DURING
SETTLEMENT NEGOTIATIONS. COMPANY OFFICIALS REFUSED TO SETTLE
FOR ANYTHING LESS THAN THE COMPANY HAD ALREADY TAKEN CREDIT
FOR IN ITS FINANCIAL REPORTS. WHEN THE NAVY'S EVALUATION
OF THE VALUE OF THE CLAIMS FELL SHORT OF THIS AMOUNT, THE THEN
AsS1STANT SECRETARY OF THE NAvy HIDALGO MADE UP THE DIFFERENCE
BY AGREEING TO GRANT $23.2 MILLION IN EXTRA CONTRACTUAL RELIEF.

CONTRACT ADMINISTRATION PROBLEMS
OMNIBUS CLAIMS PROVIDE A WAY FOR CONTRACTOR OFFICIALS TO

INSULATE CORPORATE PROFIT FIGURES FROM THE EFFECTS OF A POTENTIAL
COST OVERRUN, THE ABILITY OF SHIPBUILDERS TO BOOK INCOME

AGAINST UNSETTLED CLAIMS EXPLAINS WHY SOME SHIPBUILDERS HAVE
DEVELOPED CADRES OF CLAIMS-MINDED PEOPLE WHO. FROM THE INCEPTION
OF.THE CONTRACT., SEEK-TO SET UP THE NAVY FOR CLAIMS EVEN BEFORE
THERE IS ANY INDICATION OF A PROBLEM. IT EXPLAINS WHY SOME
SHIPBUILDERS RESIST CONTRACT REQUIREMENTS FOR PROMPT NOTIFICATION
OF CLAIMS, [T EXPLAINS WHY THE NAVY HAS HAD TROUBLE SETTLING
CLAIMS PROMPTLY ON THEIR MERITS, [T EXPLAINS WHY. DURING
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CONTRACT NEGOTIATIONS. SOME SHIPBUILDERS OPPOSE SO VIGOROUSLY
CONTRACT TERMS AND CONDITIONS THAT WOULD NARROW THE NAvy’s
VULNERABILITY TO OMNIBUS CLAIMS,

STARTING LAST YEAR, ELECTRIC BOAT HAS BEEN REFUSING TO
AGREE TO THE DELIVERY EFFECTS OF EVEN MINOR CHANGES. THE NAvy
HAS THEREFORE BEEN FORCED INTO ISSUING UNPRICED CHANGES. AS
A RESULT SHIPYARD OFFICIALS CAN NOW POINT TO MORE THAN 1,200
UNPRICED CHANGES WHICH REMAIN UNSETTLED ON THE FIRST Two TRIDENT
SHIPS ALONE — ENOUGH TO OBFUSCATE THE FACTS AND FORM THE BASIS
FOR AN OMNIBUS CLAIM, ,

DeaLING WITH NewporT NEwS 1S ALSO DIFFICULT. ALTHOUGH
NewporRT NEWS 1S REPORTING RECORD PROFITS. YARD OFFICIALS ARE
STILL VERY MUCH INTERESTED IN PRESERVING FOR THE FUTURE THEIR
ABILITY TO GENERATE OMNIBUS CLAIMS,

LAST YEAR | WAS UNABLE TO GET A VERY WORTHWHILE EQUIPMENT
MODIFICATION ACCOMPLISHED DURING SHIP CONSTRUCTION BECAUSE
NewpoRT NEWS INSISTED THAT THE PRICE FOR DOING THE CHANGE
HAD TO INCLUDE SO-CALLED “CROSS-CONTRACT IMPACT” — A!CLAIM
THEORY THAT WOULD LET A SHIPBUILDER EFFECTIVELY REOPEN THE PRICE
OF OTHER CONTRACTS BECAUSE OF THE CHANGE. 10 AVOID SETTING
THAT UNDESIRABLE PRECEDENT. | HAD TO PUT OFF THE MODIFICATION
UNTIL THE SHIP'S FIRST REFUELING.

IN ANOTHER CASE THE NEWPORT NEWS MAXIMUM PRICE QUOTED TO
OPEN AND INSPECT A MALFUNCTIONING VALVE INCLUDED A DEMAND FOR
GOVERNMENT ACCEPTANCE OF A $6 MILLION MAXIMUM PRICE. A 38 pay
MAXIMUM DELAY FOR THE SHIP INVOLVED AND ALL FOLLOW SHIPS, ALLEGED
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CROSS-CONTRACT IMPACT, AND A CHANGE TO CONTRACT REQUIREMENTS

IN AN UNRELATED AREA. RATHER THAN AGREE TO THESE TERMS., THE
Navy DIRECTED NEwPORT NEWS TO PERFORM THE WORK WITHOUT AGREEING
TO A PRICE. THE VALVE PROBLEM TURNED OUT TO BE A SHIPYARD
RESPONSIBLE ITEM — A PIECE OF TARPAULIN-LIKE MATERIAL LEFT IN
THE VALVE DURING SHIP CONSTRUCTION,

EVEN ON SMALL. RISK-FREE, COST REIMBURSEMENT CONTRACTS
NewPORT NEWS SEEMS TO BE TRYING TO WHEEDLE A LITTLE MORE FROM
THE Navy. RECENTLY THE COMPANY REFUSED TO ACCEPT A $22,000
EXTENSION OF AN ESSENTIAL COST TYPE DESIGN CONTRACT UNLESS THE
HISTORICAL FEE RATE WAS INCREASED TO PROVIDE $330 MORE PROFIT,

AS YOU CAN SEE EVEN IN DEALING WITH A YARD LIKE NEWPORT
NEWS. WHICH IS MAKING RECORD PROFITS, THE NAVY IS NOT ACTUALLY
A CUSTOMER IN THE SENSE OF BEING SOMEONE WITH WHOM THE SUPPLIER
TRIES TO ACCOMMODATE. SATISFY, AND MAINTAIN GOOD RELATIONS. THE
SPECTER OF CLAIMS PERVADES MANY ASPECTS OF DAY-TO-DAY BUSINESS.

RELATIONS BETWEEN THE NAVY AND ITS SHIPBUILDERS

THROUGH LAX CONTRACT ENFORCEMENT AND LIBERAL CLAIMS

SETTLEMENTS., THE NAVY ITSELF BEARS CONSIDERABLE RESPONSIBILITY
FOR THE CLAIMS-ORIENTED ENVIRONMENT THAT HAS GROWN UP IN THE
SHIPBUILDING INDUSTRY. WITH EACH NEW ADMINISTRATION ARRIVES A
NEwW NAvY SECRETARIAT COMPRISED OF CIVILIANS FROM OTHER WALKS OF
LIFE.

SINCE THE MERE EXISTENCE OF OUTSTANDING CONTRACT DISPUTES
IS OFTEN INTERPRETED AS EVIDENCE OF NAVY MISMANAGEMENT. THERE
HAS ALWAYS BEEN CONSIDERABLE PRESSURE ON THESE OFFICIALS TO
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SETTLE CLAIMS BY HORSETRADING RATHER THAN ENFORCING THE TERMS
OF THE CONTRACT,

THE PAST TWO SECRETARIES OF THE NAVY RECEIVED GREAT CREDIT,
IN CONGRESS AND ELSEWHERE, FOR SETTLING THE CLAIMS BACKLOG OF
THE 1970's. YET TO DO SO, THEY HAD TO GRANT SHIPBUILDERS
HUNDREDS OF MILLIONS OF DOLLARS IN EXTRA CONTRACTUAL RELIEF,
MOREOVER. THEY SETTLED THESE CLAIMS WITHOUT SEEKING AGREEMENTS
THAT WOULD HELP PROTECT AGAINST A REPEAT OF THESE CLAIMS IN
THE FUTURE. [NSTEAD OF RESOLVING IBASIC ISSUES, THE SETTLEMENTS
SIMPLY CONFIRMED THAT SUBMITTING INFLATED., OMNIBUS CLAIMS
AGAINST THE NAVY PAYS OFF.

COINCIDENT WITH ANNOUNCING THE PROPOSED SETTLEMENTS, THE
SECRETARY 1SSUED THE “Navy SHIP PROCUREMENT PROCESS STUDY” WHICH
MADE IT APPEAR THE NAVY WAS TAKING EFFECTIVE STEPS TO PRECLUDE
RECURRENCE OF THE CLAIMS PROBLEMS, THE STUDY WAS LARGELY
WINDOW-DRESSING. IT DID NOT GET;TO THE HEART OF THE ISSUE.

CONTRARY TO POPULAR BELIEF, CONTRACT DISPUTES DO NOT
ARISE FROM PERSONALITY CONFLICTS, EGOS, OR THE LIKE. MoNEY
IS THE ISSUE, TO GET THE MONEY THROUGH CLAIMS, A SHIPBUILDER
MUST BLAME HIS PROBLEMS oN THE NAvy, IF THE NAVY CONCLUDES THE
CLAIM IS INVALID, THERE DEVELOPS WHAT HAS BEEN COMMONLY REFERRED
TO AS AN "ADVERSARY RELATIONSHIP” BETWEEN THE NAVY AND THE
SHIPBUILDER, [N THIS ENVIRONMENT, CONSTANTLY URGING Navy
OFFICIALS TO REESTABLISH HARMONfous RELATIONS GENERATES PRESSURE
ON THE NAVY TO PAY WHAT THE SHIPBUILDER WANTS. !

No AMOUNT OF CONGENIALITY WILL PERSUADE A SEASONED CONTRACTOR
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TO SETTLE FOR LESS THAN HE THINKS HE CAN GET, OR TO ACCEPT A
SETTLEMENT THAT WILL RESULT IN A LARGE LOSS — PARTICULARLY IF
THE PARENT CORPORATION HAS INSTRUCTED HIM OTHERWISE.

THE GOVERNMENT REPRESENTATIVE IS AT ANOTHER DISADVANTAGE
IN CONTRACT DISPUTES., AS A PUBLIC SERVANT., HE MUST LOOK AT THE
FACTS OBJECTIVELY AND TRY TO BE COMPLETELY FAIR, A CONTRACTOR.
HOWEVER, HAS ONLY HIS OWN INTERESTS AT STAKE AND IS NOT SO
CONSTRAINED.,

THE TOP MANAGEMENT POSITIONS AT PRIVATE SHIPYARDS HAVE
BECOME PRIMARILY FINANCIAL AND POLITICAL JOBS. SHIPYARD GENERAL
MANAGERS ARE GENERALLY BROUGHT IN FROM OUTSIDE THE YARD AND
AFTER A FEW YEARS MOVE ON TO OTHER CORPORATE JOBS. FEW. IF
ANY, STAY IN THE JOB LONG ENOUGH TO SEE ONE SHIP BUILT FROM
START TO FINISH. EVEN WHEN THEY ARE IN CHARGE OF THE YARD. MUCH
OF THEIR EFFORT SEEMS TO BE DEVOTED TO CORPORATE FUNCTIONS
OUTSIDE THE YARD. AT BOTH ELECTRIC BoAT AND NEWPORT NEWS THE
TOP YARD OFFICIAL IS AT THE YARD ONLY ABOUT TWO TO THREE DAYS
A WEEK.

THE PREOCCUPATION OF MOST CONGLOMERATES WITH IMMEDIATE
RESULTS TENDS TO SHIFT THE EMPHASIS OF SHIPYARD MANAGERS TOWARD
FINANCIAL MATTERS. SUCH AS CLAIMS, RATHER THAN ON QUALITY AND
PRODUCTION CONTROL. FOR MANY YEARS A LARGE STONE MONUMENT NEAR
THE MAIN ADMINISTRATION BUILDING AT NEWPORT NEWS CARRIED A
PLAQUE INSCRIBED AS FOLLOWS:
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“WE SHALL BUILD GOOD SHIPS HERE I
“AT A PROFIT — IF WE CAN
"AT A LOSS - IF WE MUST
“BUT ALWAYS GOOD SHIPS”
WHEN TENNECO TOOK OVER THE YARD, COMPANY OFFICIALS REMOVED THE
PLAQUE AND SHIPPED IT OFF TO A LOCAL MUSEUM, THE MESSAGE
CONVEYED THEREBY WAS UNMISTAKABLE.
To A SHIPYARD EXECUTIVE %HERE MAY BE SUBSfANTIAL REWARDS
FOR TAKING A CLAIMS-ORIENTED APPROACH WITH THE Navy. THE cosT
TO THE GOVERNMENT, HOWEVER, IS HIGH NOT ONLY IN THE EXCESSIVE
AMOUNTS THAT MIGHT EVENTUALLY BE PAID UNDER THESE CLAIMS BUT
MORE IMPORTANTLY IN DIVERTING NAVY AND SHIPYARD ATTENTION FROM
PRODUCTIVE TASKS AND IN SOMETIMES DIVERTING NAVY BUSINESS TO
YARDS THAT DO NOT PERFORM AS EFFICIENTLY AS THEIR COMPETITORS.
OUR ULTIMATE OBJECTIVE IS TO BUILD THE Q?ALXTY SHIPS THE
NAVY NEEDS QUICKLY. EFFICIENTLY AND TO A MINIMUM COST TO THE
TAXPAYER, INSTEAD WE HAVE CREATED AN ENVIRONMENT CONDUCIVE TO
INEFFICIENCY, THE ULTIMATE EFFECT WILL BE HIGHER FEDERAL
EXPENDITURES AND A WEAKENED DEFENSE POSTURE,
THE NAVY NEEDS TO ESTABLISH A PROPER BUSINESS RELATIONSHIP
WITH ITS SHIPBUILDERS: ONE IN WHICH THE NAVY IS THE CUSTOMER.
NOT A “PARTNER.” THE NAVY CANNOT EXECUTE A SHIPBUILDING PROGRAM
EFFECTIVELY DEALING WITH FIRMS THAT DELIBERATELY BUY-IN ON
COMPETITIVE PROCUREMENTS: TAKE UNFAIR ADVANTAGE IN SOLE SOURCE
PROCUREMENTS: HARASS THE NAVY WITH OMNIBUS CLAIMS: REFUSE TO
SETTLE THE PRICE OF CHANGES IN ADVANCE OF AUTHORIZATION: AND
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TRY TO DICTATE THE CONTRACT TERMS AND CONDITIONS UNDER WHICH
THE NAVY MUST BUY ITS SHIPS. ,

To ESTABLISH A PROPER BUSINESS RELATIONSHIP THE NAvy NEEDS
TO START USING WHAT BARGAINING POWER IT HAS. MAKING SURE THAT
BUDGET DECISIONS REGARDING HOW MANY AND WHICH KINDS OF SHIPS
ARE TO BE BOUGHT TAKE INTO ACCOUNT ANY OUTSTANDING BUSINESS
PROBLEMS. BEFORE- THE DEFENSE DEPARTMENT SEEKS CONGRESSIONAL
APPROVAL OF FUNDS FOR SHIP CONSTRUCTION IT SHOULD KNOW THAT IT
WILL BE ABLE TO CONTRACT FOR THESE SHIPS ON A PROPER BASIS IF
CONGRESS PROVIDES THE FUNDS. IF THE DEFENSE DEPARTMENT IS
UNABLE TO GET APPROPRIATE CONTRACTOR ASSURANCES ON AN IMPORTANT
PROGRAM, IT WOULD AT LEAST BE IN A POSITION TO MAKE THE FACTS
KNOWN TO CONGRESS AND SEEK LEGISLATIVE ASSISTANCE,

ALL INDICATIONS TODAY ARE THAT PROFIT INCENTIVES OF
COMPETITIVE BIDDING AND FIXED PRICE CONTRACTING HAVE BEEN
THOROUGHLY SUBVERTED BY LARGE SHIPBUILDERS AND THAT THESE
INCENTIVES ARE ENCOURAGING UNDERBIDDING AND CLAIMS, [T MAY BE
THAT THE NAVY CANNOT COME UP WITH A PRACTICAL WAY TO ENSURE THAT
CONTRACTORS LIVE UP TO BOTH THE LETTER AND THE SPIRIT OF THE
CONTRACTS — A PREREQUISITE TO MAKING TRADITIONAL INCENTIVES
EFFECTIVE. IF SO, WE NEED TO FACE UP TO THIS FACT SQUARELY
AND CONDUCT OUR SHIPBUILDING BUSINESS ON A BASIS THAT WOULD
ELIMINATE ALTOGETHER INCENTIVES THAT ARE PROVING COUNTER-
PRODUCTIVE,

AS AN ALTERNATIVE TO THE PRESENT SYSTEM, THE NAvY couLD
CONTRACT FOR EXCLUSIVE USE OF MAJOR SHIPYARDS. ALLOCATE WORK TO
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SHIPBUILDERS AS BEST SERVES THE NAVY’S NEEDS., AND PAY FOR THIS
WORK ON A STRAIGHT COST REIMBURSEMENT BASIS. THUS ELIMINATING
ANY RISK OF LOSS, TO ELIMINATE ANY INCENTIVES FOR SHIPBUILDERS
TO INFLATE PRICES, GENERATE CLAIMS, OR INSTIGATE CONTRACT
DISPUTES, THE NAVY COULD PAY THE SHIPYARDS A FLAT MANAGEMENT

FEE — WITH NO PROVISION FOR INCREASING OR DECREASING THE FEE FOR
THE LIFE OF THE CONTRACT. PERHAPS IN THIS WAY WE COULD RECREATE
A SITUATION AT THE SHIPYARDS WHICH WOULD BE MORE CONDUCIVE TO
PRODUCTIVE AND QUALITY. WORK.

ANOTHER ALTERNATIVE IS TO RESUME SHIP CONSTRUCTION AT Navy
SHIPYARDS, A RECENT MAVY STUDY CONCLUDED THAT AN EXPANSION OF
THE NUCLEAR SUBMARINE CONSTRUCTION BASE IS NECESSARY AND THAT
THE BEST WAY TO EXPAND THIS BASE IS TO USE A NAVY SHIPYARD,

CONSTRUCTION OF SUBMARINES IN A NAVY SHIPYARD WOULD PROVIDE
NEEDED COMPETITION TO PREVENT PRIVATE SHIPYARDS FROM DICTATING
THE TERMS AND CONDITIONS UNDER WHICH SHIPS ARE BUILT. THIS
WOULD ALSO PROVIDE A BASIS OF COMPARISON TO DETERMINE THE
REASONABLENESS OF PRIVATE SHIPYARD COSTS, ENHANCE THE Navy
IN-HOUSE CAPABILITY TO RESPOND TO SHIP REPAIR EMERGENCIES. AND
PROVIDE EXPERTISE FOR THE NAVY TO OVERSEE PRIVATE SHIPYARD
PROGRAMS , ' :

A NAVY YARD WOULD ALSO INCREASE THE NAVY’S FLEXIBILITY IN
AWARDING SUBMARINE CONSTRUCTION WORK AND REDUCE THE NUMBER OF
SHIPS IN PROCESS AT ANY ONE SITE. THIS WOULD REDUCE THE EFFECT
OF PRODUCTION OR QUALITY PROBLEMS ON AN ENTIRE SHIP CONSTRUCTION
PROGRAM, USE OF A NAVY SHIPYARD WOULD REQUIRE A MINIMUM START UP

92-529 0 - 82 - 18
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TIME BECAUSE OF CURRENT NUCLEAR SUBMARINE OVERHAUL EXPERIENCE,

AVAILABILITY OF BASIC FACILITIES AND EQUIPMENT FOR NUCLEAR

SUBMARINE CONSTRUCTION AND AN ONGOING TRAINING PROGRAM,
RECOMMENDAT EONS

To HELP GET NAVY SHIPS AS EFFICIENTLY AND ECONOMICALLY AS
POSSIBLE, AND TO TRY TO RESTORE THE INTEGRITY OF GOVERNMENT
CONTRACTS, THE NAVY NEEDS MORE EFFECTIVE TOOLS., IN- THIS REGARD.
I RECOMMEND THAT CONGRESS ENACT LEGISLATION THAT WOULD:

1. PermiT THE NAVY TO AWARD SHIPBUILDING CONTRACTS TO
OTHER THAN THE LOWEST BIDDER IN CASES OF AN APPARENT BUY-IN
ATTEMPT. OR WHEN THE SECRETARY DETERMINES THAT AWARD TO OTHER
THAN THE LOWEST BIDDER WOULD LIKELY RESULT IN COST SAVINGS TO
THE GOVERNMENT. UNREALISTICALLY LOW BIDDING, FOLLOWED BY
INFLATED CLAIMS, DESTROYS THE VALUE OF COMPETITIVE BIDDING,
WASTES TIME AND EFFORT, AND FRUSTRATES GOVERNMENT EFFORTS TO BUY
ECONOMICALLY,

2, ESTABLISH A ONE YEAR STATUTE OF LIMITATIONS ON
SUBMISSION OF CLAIMS, AND PROHIBIT PAYMENT OF PUBLIC FUNDS FOR
CLAIMS NOT FULLY DOCUMENTED AND SUBMITTED WITHIN THIS PERIOD,
THIS WOULD PROVIDE CONTRACTORS AMPLE TIME TO IDENTIFY AND SUBMIT
ALL LEGITIMATE CLAIMS, BUT FORECLOSE THE PRESENT PRACTICE OF
CONTRACTORS WAITING FOR SEVERAL YEARS TO SEE HOW WELL THEY
MAKE OUT ON A GIVEN CONTRACT AND THEN SUBMITTING CLAIMS TO MAKE
UP FOR THEIR OVERRUNS,

3, PROHIBIT USE OF PUBL1¢ FUNDS TO PAY INSURANCE CLAIMS
FOR A CONTRACTOR TO CORRECT HIS ONN\fEFECTlVE MATERIAL AND
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)RKMANSHIP, OR TO PAY INSURANCE PREMIUMS ON POLICIES THAT WOULD
)VER THESE RISKS. THE PRECEDENT ELECTRIC BOAT 1S TRYING TO
STABLISH IN THIS AREA WOULD EFFECTIVELY CONVERT FIXED-PRICE
INTRACTS INTO COST-PLUS CONTRACTS.

4, PROHIBIT THE USE OF PUBLIC FUNDS FOR FINANCING
INTRACTORS BEYOND AMOUNTS DETERMINED BY THE NAVY TO BE OWED
iE CONTRACTOR., THE PRACTICE OF PAYING CONTRACTORS MONEY
IAT IS IN DISPUTE, PENDING OUTCOME OF A CASE, ELIMINATES ANY
INTRACTOR INCENTIVE TO RESOLVE A CONTRACT DISPUTE QUICKLY, AND
| ITS MERITS.

5. Reauire THE DEFENSE DEPARTMENT TO STOP FURTHER
\YMENTS ON ALL CONTRACTS WITH ANY CORPORATION DURING ANY PERIOD
| WHICH ANY SEGMENT OF THAT CORPORATION DOES NOT PROCEED IN
0D FAITH TO PERFORM ANY DEFENSE CONTRACT OR SUBCONTRACT, THE
VY SHOULD NOT BE LEFT VULNERABLE TO THOSE WHO STOP WORK ON
FENSE CONTRACTS AS A MEANS TO EVADE THEIR CONTRACT OBLIGATIONS.

6. PROHIBIT THE USE OF PUBLIC FUNDS TO PAY FOR PRICE
JUSTMENTS MADE TO A CONTRACT AS A RESULT OF A CLAIM ARISING
DER ANOTHER CONTRACT. THE SO-CALLED CROSS-CONTRACT IMPACT
AIMS THEORY, IF RECOGNIZED. WOULD PROVIDE A CONTRACTOR WITH
BASIS TO REOPEN THE PRICE OF ANY CONTRACT ANYTIME HE WISHED
' DO SO,

7. REQUIRE THE SECRETARY OF DEFENSE TO CERTIFY, IN
PPORT OF BUDGET REQUESTS, THAT HE HAS OBTAINED AGREEMENT ON
NTRACT TERMS AND CONDITIONS WITH WEAPONS SUPPLIERS, AND THAT
CH TERMS AND CONDITIONS PROVIDE APPROPRIATE PROTECTION AGAINST
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AFTER-THE-FACT CLAIMS, ONCE CONGRESS APPROPRIATES FUNDS FOR
DEFENSE REQUIREMENTS THE GOVERNMENT HAS LITTLE OR NO LEVERAGE®
WITH ITS CONTRACTORS ON TERMS AND CONDITIONS.

8, PROHIBIT THE PAYMENT OF PUBLIC FUNDS FOR ANY
JUDGEMENT OR DECISION BY THE ARMED SERVICES BOARD OF CONTRACT
APPEALS ON ANY APPEAL WHICH DIFFERS FROM THE ORIGINAL CLAIM
SUBMITTED TO THE CONTRACTING OFFICER. THIS ACTION WOULD STOP
THE PRACTICE OF CONSTANTLY REVISING CLAIMS IN ORDER TO FRUSTRATE
THE GOVERNMENT'S CLAIMS ANALYSIS AND DEFENSE EFFORTS. THis
WOULD ALSO PREVENT THE PRACTICE BY CONTRACTORS OF PRESENTING
T0 THE BOARD A DIFFERENT CLAIM THAN THE ONE EVALUATED AND DECIDED
BY THE CONTRACTING OFFICER.

9, PROVIDE AUTHORITY FOR THE GOVERNMENT TO RECOUP
For THE U.S. TAXPAYER EXCESSIVE PROFITS ON DEFENSE CONTRACTS.
DESPITE WHAT DEFENSE CONTRACTOR LOBBYISTS AND DEFENSE DEPARTMENT
PROCUREMENT OFFICIALS CONTEND, EXISTING PROCUREMENT SAFEGUARDS
DO NOT PRECLUDE EXCESSIVE PROFITS ON DEFENSE WORK.

10. PROVIDE AUTHORIZATION AND FUNDING TO RESUME
CONSTRUCTION OF NUCLEAR ATTACK SUBMARINES IN A NAVAL SHIPYARD.
THE NAVY WILL NEED THE EXTRA CAPACITY AS WELL AS AN ALTERNATIVE
SOURCE TO THE TWO PRIVATE YARDS. ALSO. THIS WILL GIVE US A
- BENCH-MARK TO JUDGE COSTS AT PRIVATE YARDS.

EVEN WITH THE LEGISLATION RECOMMENDED ABOVE, [ AM NOT
OPTIMISTIC THAT THE DEFENSE DEPARTMENT AND THE COURTS WOULD BE
CAPABLE OF DEALING EFFECTIVELY WITH A SHIPBUILDER WHO 1S
DETERMINED NOT TO HONOR HIS CONTRACT, THIS IS WHY LEGISLATIVE
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BODIES SUCH AS YOURS ARE CONSTANTLY IN SESSION ENACTING NEW
LEGISLATION TO FIT THE EXIGENCIES OF THE TIME.

PERHAPS THERE IS NO WAY TO ENFORCE SHIPBUILDING CONTRACTS
OR TO DISCOURAGE CORPORATIONS FROM ENHANCING THEIR PROFITS
THROUGH UNWARRANTED CLAIMS, | RECOMMEND., THEREFORE., THAT THE
CONGRESS REQUIRE THE DEPARTMENT OF DEFENSE TO REPORT, WITHIN
ONE YEAR, HOW THE DEFENSE DEPARTMENT WOULD PROPOSE TO CONTRACT
FOR CONSTRUCTION OF A NAVAL VESSEL ON A BASIS OF THE CONTRACTOR
BEING PAID A FLAT MANAGEMENT FEE — A FEE WHICH COULD NOT BE
ADJUSTED FOR ANY REASON fOR THE LIFE OF THE CONTRACT.

CONGRESS SHOULD ALSO GIVE SERIOUS CONSIDERATION TO ACQUIRING
ESSENTIAL SHIPYARDS SUCH AS ELECTRIC BOAT AND HAVE THEM OPERATED
BY A RESPONSIBLE CONTRACTOR AS A GOVERNMENT-OWNED, CONTRACTOR-
OPERATED FACILITY., THIS IS THE WAY THE DEPARTMENT OF ENERGY,

AND ITS PREDECESSOR THE ATOMIC ENERGY COMMISSION., HAS ALWAYS
CONTRACTED EFFECTIVELY AND ECONOMICALLY FOR PRODUCTION OF NUCLEAR
WEAPONS , '



TABLE 1

FEE ON COMPLETED SUBMARINE OVERHAULS
($ MILLIONS)

ORIGINAL FINAL FEE *
CONTRACT CONTRACT FINAL ORIGINAL FINAL
TARGET TARGET INCURRED CONTRACT INCURRED
SHIP COMPLETED coSsT cosT coSsT FEE ree (Z) cost (%)
SSBN 622 May 1977 $44,5 $57.7 $48.0 $3.7 9.6 18.1
SSN 661 Oct. 1977 29.7 39,2 30.2 5.9 9.8 19,5
SSN 663 Apr, 1978 32.9 41.0 28.6 6.1 9.8 21.3
SSBN 631 Fes. 1979 45,3 ‘ 52.8 4y.7 7.5 9.7 16.8*
SSN 668 JuLy 1979 33,1 39,3 34,7 5.1 9.8 14.7*
SSN 670 Dec. 1979 34.0 40.3 35.5 5.4 9.8 15.2*

SSBN 636**  Apr. 1981

NEWPORT NEWS ALSO RECEIVED PAYMENTS ON THESE OVERHAULS FOR CosT oF FaciLiTies CapiTaL. IF
THESE PAYMENTS ARE CONSIDERED AN ADDITIONAL RETURN TO THE CONTRACTOR, THE ABOVE FIGURES
WOULD INCREASE To 18.6% (SSBN 631), 17.0% (SSN 668), anp 18.0% (SSN 670),

#** CoMmPLETED 4/24/81. COMPLETE DATA NOT YET AVAILABLE,

Clg
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TABLE 11

PROFIT EARNED BY NEWPORT NEWs oN SSN 688
CLASS SUBMARINE POST-SHAKEDOWN AVAILABILITIES (PsA’S)
(THOUSANDS OF DOLLARS)

SUBMARINE FIXED PRICE Iﬁgﬁ;EED PROFIT %R?);IEOg
688 $ 6.072 $ 5.318 § 754 14.2
689 6,387 | 5815 572 9.8
690 6.726 5,162 1,564 30.3
691 7.210 5,288 1.922 36,3
693 5,155 . 4,200 953 22.7
694 5,523 4,330 - 1,193 27.6
695 5,508 5,047 461 9.1

TotaL $ 42.579 $ 35,160 $7.419 21.1
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THE BALANCE SHEET ON EDUCATION

The powerful thrust of Sputnik's launching device did
more than penetrate outer space. It also pierced the thick armor
encasing our complacent falth in America's present and future
technological supremacy. It blasted the comfortable conviction
that only in an atmosphere of personal independence and polltical
liberty can science and sclentists flourish. It shook the bellef,
long taken for granted, that a high standard of material well be-
ing 1s both the outward manifestation and the necessary basis for
technologlcal progress.

It did greatest damage to our trust in the American ed-
ucational system - up to now almost as sacrosanct as motherhood.
Harsh words are being said sbout its methods no less than about
i1ts aims. For rightly, Sputnik has from the first been seen as
8 triumph of Russian education. Reams of words and figures have
filled the newspaper columns in recent weeks, describing Russian
education, comparing it with ours, trying to pin point where we
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have failed in the vital educational .task of motivating and traine -
ing the skilled professionals needed by our country while Rusaia
seems to have no troudble turning them out in vast numbers - thyree
times as many engineers as we, for example.

¥We are asklns aearching questions about the aims of edu-
cation in a modern technological sociaty and how our schools can
beat achieve them, We are finally ooming out of our traditional
educational isolation and looking at ths educational systema of -
other countries of western civilization in order to compare them
with curs, But we are still not ready to do this in a spirit of
detachment, as I shall show later. The whole reappraisal has been
painful but good for us, : . R

Sputnik may well be the catalyst which brings about
drastic and long overdue reforms in utilizing the nation's intel-
lectual capacities, It may thus do in matters of the intellect
wvhat Pearl Harbor did in matters industrial and military. Then as
now a dramatic occurrence suddenly revealed that we had failed
to develop our capacities to their maximum potential. But as we
found then that in a national emergency we could take prompt and-
vigorous action and perform induatrial miracles, 60 I am con-
;}nceg we can now take similaer action and pertorn educational

racles,

I should like to 1nterJect a warning here. Let us not
lose our heads and despair of American technological competence as
it 1s today. The real danger lies somewhat in the future and can be
averted if we will act. At the moment, I for one am convinced, we
have the men and the resourcés which, if properly directed and given
priority, could have put a satellite in orbit ahead of the Russiasns.
This, of course, 1s no excuse for our mistake in letting Ruasia win
] gropaganda victory, damaging to our prestige among the uncommitt
?a lons of the world and, it 1s to be feared, also amons some of o

riends.

The Sputnik was aloft first and that is regrettable. It
is particularly regrettable that it is apparently not a military
weapon but what looka to many people like pure ascientific adventure
of a kind which appeals to their imagination as no weapons supremacy
could. Russia indeed chose shrewdly where to concentrate for a bloe
to our scientific and technological prestige. It fits nicely into t
International Geophysical Year, too. In actual fact, Sputnik is of
course of great significance because of its relation to missile
weaponry and because of the potential military advantagea ot outer
space control.

. The. successful Russian satellite program bringq out t-o.
Lmﬂertant facts which we would disregard at our peril: Pirst, it
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demonstrates conclusively that a modern totalitarlian state can
depress the standard of living of 1ts people to the level of the
most backward of countries, while simultaneously ralsing a limited
sector of the economy to a standard as high as, if not higher,
than comparable sectors of the economy of the most highly de-
veloped country in the world. Theoretically the favored sector
could be any one chosen as of greatest national importance by the
rulers of a totalitarian state; in practice 1t will inevitably be
the sector which significantly benefits the country's military
and political power. Second, 1t proves that a modern despotism
can devise an edncaticral systen shaped solely in the intzrest of
the state and in compiete disregard of the needs of the iadividual
child, and yet induce gll children to stretch their intellectual
capacities to the utmost. These factors are worth examining in
more detail.

We are of course familiar with the total power exercised
by the self-chosen rulers of modern totglitarian stebes. And we
have lmown that they could esnd ¢id manlpulate tae productive
capacity of their countries in a way which puts heavy industry
and armaments production far ahead of production of consumer goods.
But most of us have felt that in the long run they would be forced
to strike a better balance. I belleve we must uow accept as fact
a permanent imba.ance, prcbably of increasing proportion, between
the eivilian and the pclitico-military sector of the Russian
econoryy. The very backwardness of the civilian sector, far from
hampe:lng progress, 1s proving an advantaze to Russia's rulers.

Unrest in Soviet dominated countries where communism 1s
a foreign importation which brought with it a steep decline in
economic well-being of the people and deterioration in thelir
spiritual life, does not meen that similar unrest will nezessarlly
sppear in Russia herself. Vhat must not bte forgotten 1s that al-
most everyone who had enjored materlal well-being under the old
Russlan recime wzs killed or driven out. The rezt of the people
have never known greater material benefits or more political frze-
dom than they are now permitted to eajoy. If anything, they live
better. For though they do not perhaps have as ruch milk or meat
as in prerevolutlonary days, they now have something whica glves
greater sagbisfaction to a seople from whom the world of books, of
ideas, of ruslc end art had for centuries been withheld. They
have & chance a% gn education - limited and utilitarian as it may
be; they have greater opportunities to see a show, a ballet, to
hear concert music - even if they must queue-up for hours to ob-
tain tickets. Measured agzinst the past, the Russian standard of
1living 1s not in itseif low enough to cause unrest, and comparl-
son with life in other countries 1s carefully prevented,

Authoritarian control and the low standard of living
make the running of the civilian sector simple and cheap. It
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res less time, effort and money to issue orders and deaden in-
endent thought by propaganda than to seek consent by marshalling
wvincing arguments and winning free and open discussions. The

t in time and money of the whole paraphernalia of parliamentary
congressional government 1s eliminated. Cost of mass medla can
kept at a fraction of what is customary in free countries, and

] pgraonnel required need be neither as numerous nor as com-
ent,

The entire business complex is missing and in its place
re 1a a weak consumer industries sector which merely has to
p people reasonably warm, adequately fed and provided with a
f over their head. There i1s no need for attractive stores,
- gservice industries, for advertising. Almost the whole auto-
ile complex is lacking. No chain of garages, auto dealers,
vice stations etc. All that are needed are trucks and a few
s for the elite. One could go on ad infinitum.

Obviously, given similar resources in land and popula-
n, the modern totalitarian state can put into the military-
litical sector many times as much wealth and man power as any
oeratic country. With the same number of scientists and engl-
rs concentrating on a few projects deemed of greatest national
ortance, spectacular technological break-throughs can be
1leved. Moreover, the meager demands of the civilian economy
irreplaceable mineral and fuel resources prevent rapild deterio-
tion of the resources base such as now threaten all highly
reloped countries. When all the gasoline has been burnt up by
> American family car, Russia will probably still have a good
serve in the ground for her planes and tanks.

All non-totalitarian countries are multiple-purpose
ieties in which national income as well as natlonal wealth and
1 power are allocated to different sectors of the economy under
> price system of the open market. Even where democracy is but
feeble force, governments are in practice not free to dispose
»1trarily of people and property except in time of war. In our
intry, as in all countries of western civilization it is the
lue Judgments of the average man which determine how the country's
1\ power and productive capacity are to be utilized. I believe
at everywhere the average man makes decisions by Judging how
>y would affect first, himself and his family; second the group
th which he 1s most closely assoclated - neighborhood, politi-

. party, religious, professional or ethnical group; and last the
tion gs a whole. For some few there is a fourth category -
> world.

This order of value 18 often self-defeating. A man may
21 that his personal interest in tax reduction outweighs the
sortance of good public education; or he may feel that the
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money his firm can save by letting industrilal wastes pollute a
river outweighs the interest of the community in preserving
esthetic values, natural beauty and a pure water supply; or that
he has the right to use pressure to increase his income even if
this will result in inflation. He may feel that he has a better
right to the biggest, heaviest automobile, than the nation has
to conserve a dwindling stock of irreplaceable minerals and
fuels; he would like the country's forelgn policy to favor hls
parent's country of origin whether this 1s to the advantage of
our country as a whole or not. Often, re-examination of such
judgments will show that they have actually done more harm to the
narrower interest than would have a decision which puts wider
interests first.

In our country, the major share of all our technical
effort has gone into spreading ever higher standards of material
well-being over ever larger segmnents of our population. It may
well be that too large an effort has gone into the things that
make American life pleasant and comfortable and not enough into
the things that insure contlnuous spiritual and material growth
aslgell as military and political victory in any war, hot or
cold. :

In the long run, the more disturbing fact which emerges
from the Russian satellite program 18 her success in building in
record time an educational system which produces exactly the sort
of trained men and women her ruiers need to achieve technological
supremacy day after tomorrow. Russian education is of course de-
plorably utilitarian and authoritarian. But it has virtually
wiped out 1lliteracy, today estimated to be only 2.5 - 5 per cent
- which does not compare badly with our own rate - 3.7 per cent
in 1940 and about 2.5 per cent today. Russia has put a lar%er
percentage of her smaller national income into public educatlon
than the Uaited States. She has made the rewards of intellectual
accomplishment so attractive that her children are working their
heads off to keep up with an extraordinarily tough curriculum,
often at the cost of their health which is beginning to worry
Soviet doctors. Russia has as great a shortage as we in school
bulldings - she merely doubles up and so gets twice the benefit
we do out of each classroom and school laboratory. I feel sure
she would use her schools on a three shift basis if this were
necessary. Russia has no teacher shortage, no substandard teach-
ers - she has set thelr scholastic standards very high, given
them a heavy work load; but she also honors them and pays them
exceedingly well. Russia evidently has no difficulty getting
highly intelligent people with solid education in thelr chosen
subjects to work devotedly and without worrying too much about
lack of political freedom. This has been a surprise to us - an
unpleasant surprise.
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Had we looked at the matter from the point of view of
the peasant children earnestly studying in classroom, laboratory
and library we would not have been so surprised. The low stan-
dard of living and the memory of a past, meager in culture, are
assets tp the Soviets. It 1s difficult for us to understand the
intense longing for education - any kind of education - of under-
developed people. This is one bond that unites Russia - no long-
er under| developed but close enough to the immediate backward
past - with all the underdeveloped people of the world.

Moreover, it 1s far easier to awaken in children a sense
of personal achlevement, of victory, in mastering the intellectual
challenge of tough curricula if there are no competing attrac-
tions such as those which claim the attention of our more fortunate
children: no comfortable homes, playrooms and back yards to play
in; no juke boxes or phonograph records; far fewer movies, hardly
any distracting radio or TV programs; no senior proms, dating,
long telephone conversations, and of course no hot rods. If they
could have them, these pleassant things would greatly delight
Russia's, youngsters and probably cut into their study time; witness
their avid interest in American jive and rock'n roll records -
to the dismay of the authorities. Russia does have a problem
with unrﬁly so-called young hooligans who are - and this 1is signifi-
cant - not the children of the poor, but the pampered offspring of
Russia's|elite. Eventually, there may be more of these disturb-
ing youths, but for the moment they hardly make a dent in the pic-
ture of an earnest, well-disciplined, polite and studious school
population,

It has surprised us to find.that Russila's intellectual
elite does highly competent work despite authoritarian control in
all, even the highest educational and research institutions.
Russia appears to have found a way of allowing superior minds
freedom in the field of their special competence while denying
them the right of political criticism. It has apparently been
possible, to develop the critical capacity of superior minds to
the high|degree needed for scilentific work while fettering it in
all other fields. There is evidence that the fetters are well
hidden, gnd that discontent with Russian life is largely prevented.
Thls seems to be done-by shrewdly catering to the needs of these
people both as scientists and as ordinary men and women. They
are allowed to let their minds roam undisturbed in quest of know-
ledge; they are given superb laboratory and research facilities;
the best thoughts of foreign scientists are gathered quickly by
large staffs of abstracters from scientific magazines and books
the world over and presented to any Russian scientist who needs
them; honors are heaped on them for superior achievements although
they do not as often get their name in the papers as do their col-
lgiguﬁs in the free world for this would smack of ‘“personality
J .
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Scientists also have needs of the kind common to all
mortals. So Russia gives them attractive living quarters, coun-
try houses, vacations, malds, chauffeurs, cars. Their pay is in
the top income bracket; in fact the highest salary in Russia 1s
paid to the president of the Soviet Academy of Scilences. Why
should these men concern themselves about the lack of political
freedom or the grim and dreary life of most of their compatriots.
They probably reason that these are temporary abuses and that
their own sclentific work will contribute to the wealth and power
of their country and thus ultimately to a better life for every-
one. Ouite possibly, too, totalitarian states may have a bullt-
in incentive for attracting gifted minds to sclence: the desire
to escape to a safe and comfortable ivory tower.

It is an unfortunate accident of history for us that
today the military and political power of a country depends so
largely on having a highly developed technical civilization.

This in turn calls for vast numbers of scientists and engineers.
The subjJects which these men must master are mathematics, physles,
chemistry, astronomy - all apparently regarded as politically

safe by Russia's rulers. It is difficult to see how even the most
fanatic Marxist could interject the party line into these sciences.
It is different, however, with other sciences. Take blology:

this 1s a science which heretofore could not be freely pursued.
Scientific truth had to be sacrificed to the Lysenko-Stalin theory
of genetics. Other than party line limitations may also restrict
free scientific inquiry: for example, Russia does not presently
consider 1t necessary to excel in medical research. Chemists are
therefore diverted from inguiries which might cure diseases of
man to inquiries which can improve metals. The results of costly
foreign medical research are instantly available to Russia so she
can shift approprlations from the medical to the englneering
faculty and save money and man power.

Enough has been said to give an inkling of the methods
by which the Soviet manipulates its skllled man power. It might
be noted in passing that the fields in which they have done out-
standing work have been precisely those where they allowed maxi-
mum intellectual freedom. Little that 1s new and original has
come out of Russia in other fields. But second-rate theatre,
literature, art, etc. are not of great importance in today's
international power relationships.

Faced with this formidable and ruthless adversary who
has openly promised "to bury" us and who grows daily i1n industrial
and military might - what are we to do?

First, I think, we must awaken America to the danger

facing the nmation - making public all the facts, and without sooth-
ing the impact of unpleasant truths. I have no doubt that as a
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people we have enough patriotism, let alone’ ennghtened self-
- interest, to recognize that we must put greater effort into tie;
things. which will make America strong, even if this may requ:ﬂ
reappraisal of cherished convictions and ways of life; even s
materisl eaerincee, which I doubt would be large.

Lot e Ours 1e an e'm"moa.sly productlve ec\mozw - the first i
hietory which produces a lerge, surplus over 'znd above reasonable:
‘necessities of 1ife. The fiood of goods coming off  our produse§4¥

--tion 1ines 18 so tremendous that some ten billion dollars must ;bg
spent annually to encourage dispusal of .them. I speak of couri
--9f advertising which costs us as much as all of our primary.and
secondary public schools put together. This is monéy with whic
advertisers finance our mass media and throush them ceaselesgly!:
hammeér at the need for ever more and better goods and service
People must be made to buy things for which they feel no need;
they muat be induced to replace possessions still entirely satis-
factory for new ones.which, it 1s promised, 'will make ‘them up-to
date and keep up.the family's prestige. - Their sudconscious'is
probed in order to find ways to .stifle the still voice of cot

. science and induce the American people.to go into consumer ded
of over three billion dollars annually - 42 dillion standing- ca ’k?*'
“the books as of now. Often young children are conditioned to T"

a8 unpaid booaters tor higher consumption. ;

A 'rhe automobile 1ndustr'y alone’ muet spend one and a half
bnuon dollars each year to design and bring out new models in
"order to insure that American famllies keep spending ten- -per’ cent
-of their income on cars. This one and a half billion -dollars is
~about -3/4 of what the nation spends on all its public-colleges and |
“universities. I mention these figures to show that sacrifices to~ i-
give America strength in the race with Russia’ would be ‘insignificen
in view of our enormous zr».rgin or luxury spendins o

Tl

e Second, end equally important I believe. we muet reverse
our treatmenE of the scientist and trained professional. . It 1s
easy to make a good living in this country without much eeriou-
education. Hence the temptation to do this is so great it.cona:
_ only be offset by deliberate actione to elevate the etatue of the
‘"trained profeasgipual in hg gnd paterial -
reward. We had better stop cél ing acientia‘te ong=hairs, .egg- &
_heads, 1ittle men with bearde., In the present mood of chastise™
-ment, scientists have been gpea ‘up and telling us that: s
. disparaging remarks hurt and may discourage many & young man :£r
choosing the hard intellectual road to sclence ‘rather than: t;ui E

; Bue meéely epen Yot of moi
eotentiﬁ.c reaearoh and new nuitary woJecte tnl"not be
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In final analysis trained man power can only come out of a thor-
oughly reorganized educational system with totally different
aims and considerably higher scholastic standards. To carry
through such drastic reforms is a formidable undertaking but re-

- forms of simlilar magnitude have been carried out elsewhere in

the past.

Much could be learned from Europe's experience in edu-
cation, in particular, for Europe 1s old and wise at educating
the young. Some of her famous universities have been in the
business for a longer time than the white man has been in North
America. Formal education itself 1s a European invention and
probably the main factor in her phenomenal success, first in
colonizing the world and. then, so-to-speak, setting it on 1its
feet, with the mark of European civilization so deeply imbedded
that 1t may well prove ineradicsble. Nowhere else has there been
a spontaneous, native growth; wherever institutional education
exists tocday, 1t was brought by European settlers or colonlal
administrators.

One thing we in this country might learn from Europe is
how to keep education in step with time. This has necessitated
occasional overhauls which we might study to our profit, Let
me give you a couple of examples:

We all know that the early 1800s were a time of stress.
The French Revolution and the Napoleonic wars had shaken Europe
to 1ts foundations. New ideas were in the air and man was about
to make a giant leap upwards in his age-old effort to conquer
nature. The industrial revolution was giving him new tools, but
to use them properly he had to reach a higher plateau of know-
ledge. Europe's anclent and venerable educational institutions
could not give him this knowledge. Therefore they had to be up-
graded for their new responsibllities.

Despite differences in political organization among its

several independent states, Europe's need everywhere was the

same: workers who could read, write and do figures; leaders who
were sufficiently educated to manage an industrial soclety - al-
ways more difficult to run than an agricultural or handicraft
society. To meet these needs, Europe made elementary education
free and compulsory and - on the continent - developed public
secondary and university education of high scholastic quality.
Heretofore, education had been the province of the church and to

‘wrest 1t from her was no easy task, The dispute over who was to

run the schools was 80 bitter in Britain, for example, that it de-
layed establishment of public secondary and university education
a hundred years.
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What education there was when the various governments
ok over suffered from absence of uniform academic standards
curricula and poorly trained teachers. When the state took
support of education, reform began by raising teachers to the
atus of professionals; this meant that thorough study of sub-
ct matter was made compulsory before a person was allowed to
ach. The length of such study depended on the subject matter
e teacher intended to teach; in the upper levels of secondary
ucation this amounted to a full university course of from three
four years' duration. Greater professional competence was re-
rded with higher salaries, and teaching positions were generally
Tpetitive. University professors received very considersble
pends.

Europe's universities are solidly anchored 1n a common
st going back to Greece, Rome and the medieval unity of Church
d Empire. It had always been the custom for European students

go wherever they could find the best professor in their

eclal field of interest, even when this meant crossing national
undaries. A semester taken abroad counted as much towards the
nning of a degree as one taken at home. To preserve this valu-
le educational mobility, the several countries of necessity had
maintain uniformly high standards for the traditional second-
y-school-leaving certificate - known in France as baccalaureat,
" Germany as Abitur. This certificate attests that the student
s successfully completed his general education and may there-
re be admitted to the university. A country which allowed this
rtificate to fall below standard would lose prestige and bar
udy at foreign universities to its students.

The quality of the secondary-school-leaving certificate
ems -to-have been worked out independently by France and Prussia
the early 1800s. At first all secondary schools gave a
rictly classical education. When Europe found that modern in-
strial nations needed fewer classical scholars and more people
ose educatlon had stressed mathematics, sclence and modern
nguages, new secondary schools were established. These were
ther seml-classical or mathematics-sclence schools.

Though different subjects are taught in these three
sic kinds of secondary schools, the quality of the instruction
- 1dentical, as 1s the rigor of the final examination. All
hool-leaving certificates are therefore qualitatively the same,
ough they represent different kinds of knowledge.

European education has always been realistic in 1ts
praisael of the educability of children. It could apprecach the
itter objectively since educational democracy was an unheard-of
1ing at the time the system was hammered out. It was therefore
latively easy to grasp the diversity of the human mind and to
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make provision for different types of schooling adjusted to neces-
sarliy different intellectual needs. Since elementary schools

* were free, while secondary schools and universitiles charged
modest fees, European education reflected Europe's class struc-
ture, though probably never as rigidly as its critics belleved.

The coming of political democracy in Europe brought
with it a demand that education be opened to all children; in
consequence school fees have now either been abolished or ad-
Jjusted to family income. In fact, 1t costs less to become a pro-
fessional in Europe than in this country since her universities
charge very moderate fees, If fewer students remain at school in
their late teens, this reflects not school policy but simply the
fact that Europe is not as wealthy as we are.

Europe's most important educational achievement 1s that
despite pressures not unlike those exerted on the schools here,
she has limited democratization of the educational process to the
reduction or abolition of school fees and has refused to be stampeded
into lowering the quality of secondary and university education;
this remains, as it has for a hundred and fifty years, the high-
est in the world.

European schools are neither soclal clubs nor finishing
schocls. Their objectives are limited and clearly defined: they
seek to eguip the child with all the intellectual tools he can
handle; they nourish his mind with as much general culture as he
can absorb; and they give his body all the exerclse it can take.
When a point is reached where puplls can absorb no more mental
food, they quit school and go on to instltutions which give voca-
tional training of one kind or another.

__ .. A century later than the rest of Europe, Russia was in
a similar predicament; her schools too were unable “toeducate—-
children for 1life in a modern industrialized country. The Soviet
had inherited from Czarist Russia an educatiocnal system closely
patterned after that of Continental Europe. Qualitatlvely it was
not much below European standards but quantitatively 1t was
totally inadequate. Russla was 60-70 per cent 1lliterate at the
outbreak of World War I, but liberal influences had begun to
permeate the country and education was being rapldly extended.
Perhaps 50 per cent of Russian children were in elementary and
seven per cent in secondary schools. Scientific work of high
quality was being done at Russian universities., Had Russian edu-
cation not been disturbed it would undoubtedly have caught up with
thet of the rest of Europe in a reasonable length of time,

once they seized power, the Soviets promptly took con-
trol of ali scnools - public and private - and replaced them with
a unified, nine-year labor school which was to be compulsory and
open tc all children. Since avallable- facilities were woefully
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limited, admission to school was determined by the political
rather than the intellectual worth of the child. Into the school-
rooms and academic halls poured the sons of the proletariat. In
fact,for many years bourgeois origin was an absolute bar to edu-
cation; this was in line with Marxist dogma that schools are tools
of the government by means of which those in power perpetuate their
control of the state. Protests by teachers that indiscriminate
admission of vast masses of children would lower scholastic stan-
dards were dismissed as irrelevant. Already suspect by reason of
theilr professional status, the teachers' views on education were
brushed aslde as bourgeols heresy.

Vhile famine, civil war and economic collapse forced
closing of one school after another, a vigorous debate over the
future form of Soviet education went on. In the light of today's
monolithic authoritarianism i1t 1s strange to read of the wide
range of experimentation which took place in Russian schools dur-
ing the nineteen-twentles. There were advocates of progressive
education. There were others who wanted the schools to be re-
placed by "learning through 1life itself". For a time it was be-
lieved that children ought not to be taught definitive subjects
but should be put to work on vague "projects"; . classes were di-
vided into groups of children who compete with each other to com-
plete these proJects. There were also extremists who felt that in
a soclalist school the teacher ought to be a member of the class
and have no more authority than the children; everything was to
be done in a cooperative way.

Despite the leeway gilven to experiments in methods of
teaching, Marxist dogma on education was of course paramount.
Education had to be free and the same for all children. The pur-
pose of education was to produce Soviet Man; hence the primary
duty of the teacher was to mold children into ioyal members of a
socialist soclety. Pollitical orientation was more important than
presentation of factual truth.

Meanwhile the experienced teachers left over from the
0ld regime were rapidly replaced by unqualified but politically
rellable Soviet teachers, Curricula were revised each year.
Textbooks had to be continually rewritten to conform with politi-
cal requirements. Young Komsomols and party inspectors broke in-
to classrooms at frequent intervals to check on the political
orthodoxy of subject presentation. Teachers were 1ll pald and
overburdened,

This hasty and ill-considered tampering with educatlon
went on for fifteen years before the disastrous results became
evident to Russia's rulers. The universities and other institu-
tions of higher learning began to complain that the schools sent
them students who could not deal with fractions or solve second
degree equations; who had never heard of Newton's binomlal
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theorem; who knew next to nothing of geography and history and
because of ignorance of foreign languages could not understand
ccientific terminology. The whole matter came to a head vhen it
was discovered that the five-year plans would remain blueprints
unless Russia's schools provided well trained professionals and
skilled workers to carry them into effect.

The Soviets thus came up against their first unsurmou-
table obstacle; one which could not be liquidated by propaganda
or by force. Either Marxist dogma had to be given up or the plan
to transform Russia into a modern industrial state must be re-
linquished. It was as simple as that. Faced with this dilemma,
which must have been painful indeed, Russia's leaders sacrificed
dogma and did a complete about-face. They abolished the compre-
hegsive labor school and reinstated prewar curricula and teaching
methods.

Because of this ability to face facts squarely Russian
education for the past two decades has in reality been European
education, but with all its classilcal, philosophical, nontech-
nical parts left out and with a heavy overlay of Marxist indoc-
trination. It 1s a sort of utility model from which everything
considered nonessential by the Soviets has been stripped. In par-
ticular, the broad general culture and the independence of Judg-
ment which European schools give their puplls has been omitted.
Freedom of the mind is allowed only where the subject matter makes
this indispensable. Schooling is not a right of the child but a
privilege which must be won each day by proving competence. Ex-
aminations quickly weed out the stupid or lazy child and he 1s
forced out of the schoolroom and into the factory or the army.

In Russia there 1s only one basic school preceding
higher education - the ten year school. The curriculum jig identics
in the same grade in every school throughout the country. Stu-
dents are permitted to advance only so long as they can master
the curriculum. Various types of vocational schools are open to
those children who desire to or who must leave after completion
of the fourth grade or the seventh grade. Children are thus under
great pressure to study hard, since completion of the ten year
school exempts them from military service and, of course, opens
the higher professions to them, provided they can get past the
examination hurdle which bars from the universities sll but 30 per
cent of the ten year school graduates. )

By stripping down to what the Soviets consider the
essentials, secondary schooling can be completed in ten years
instead of the usual 12-13 years in the rest of Europe. These
two years saved enable the Russian student to being training for
his profession at 17. No effort is stinted to give him the best
grounding in the subjects he needs, especially for study of

{more)
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science and engineering. The university courses in this fileld
are of highest caliber; we can see today the results of all this
afrgrt in Sputniks, hydrogen bombs, and other similar achieve-
nents.

If we discuss education with a clear understanding of
the distinction one must make between the methods used to impart
mowledge, and the purposes for which each soclety educates its
young, then it is easier to rid oneself of emotional blas against
the methods simply because one abhors the purposes. We can then
learn something from Russian education, wgaf we can learn, I
think, is that we made a grave mistake when we disregarded
Burope's experience in educating the young, Jjust because many of
18 have had strong emotions about authoritarianism in European
schools and their rigid multiple-track system. We contlinue to
reJect 19th century European education and we refuse to look at
its 20th century offspring which is far less authoritarian, far
nore flexible, and far more open to the gifted of all classes
than most of us realize.

Russia has been more realistic than we in education,
and less dominated by political dogma, strange as this may sound.
She was able to use the European educational system because she
could readlly see that methods of teaching a subject like French
or physics were basically nonpolitical; hence 1t was wise to copy
the best methods, no matter who had devised them.,

That Russia has been enormously successful in what she
set out to do when she reorganized her educational system, 1s
1ow plain to all of us. In the fields where she wants to excel,
ler education is certainly of the best. In other fields this
seems doubtful. But a nation survives today more by reason of
naving excellent sclentists and engineers than good doctors and
lawyers. I have ventured to do a little figuring and by comparing
bopulation with attendance at universities, I have come to the
conclusion that Russia, in proportion to population, is now train-
Ing twice as many professionals as we. In addition she has thirty
nillion more people and her population percentage in the age group
inder twenty-five 1s considerably greater than ours,

If these figures are correct, and we have no reason to
joubt them, the meaning is obvious. In Just over twenty years
she has succeeded not only in reforming a school system, all but
In ruins, but in carrying to adequate academic levels so large a
oroportion of her school children that she can enroll twice as
large a proportion in her universitlies as any of the western na-
tions.

It is interesting that the proportion of university stu-
dents in BEurope is about the same as in America, Just as the

(more) -
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proportion of national income devoted to education is about the
same. Most European countries put 2-1/2 to 3-1/2 per cent of
their national income into education. The United States invests
in public education Just over 3-1/2 per cent, but if all of pri-
vate education is added, the percentage rises another point. The
proportion of youth studying professionally in institutions of
university rank is about 5-6 per cent here as it is in western
Burope. VWhat then are we to think of Russia where 8-12 per cent
of her youth are studying professionally in universities? Does
1t not reflect the fact that she spends over six per cent of her
national income on education? When a country with a much lower
living standard than ours spends a greater percentage of her in-
come on education, it is time we paused and reflected.

The rate of progress or decline of a country 1s so
closely tied to the education it gives its children that one might
call this rate a function of education. A wise country knows that
the best investment for the future is the money .put into schools.
Every country educates its people, whether informally by the
father's advice and example as in primitive agricultural and
handicraft societies, or formally in schools as in modern coun-
tries. At different stages of history, different kinds of educa-
tion are needed. Life does not stand still; neither can a natlon.
It either advances or.it retreats and it will retreat if 1t tries
to stand still, For these reasons education must continuously be
kept under close scrutiny to insure that it will always produce
the kind of people needed at any given moment in time.

It should be evident to everyone that our schools do not
motivate and educate enough youngsters to become professionals
and that the resultant shortage in trained man power is a warning
signal which we must not disregard. As a people we have been
caught napping. The Scientific Revolution is upon us and we have
not prepared to meet its ever-spiralling demands. Our attitudes
toward education are often uncritical holdovers from the past,
having no validity today. The launching of the Sputnik was a pro-
vidential warning; we will disregard thls warning at our peril.

There was a time long ago when our country needed hardy
pioneers to conquer a continent rather than educated men; our
anti-intellectualism which colors so much of our thinking about
education has its roots in this pioneer past. At another time
our greatest need was to assimilate the avalanche of immigrants
pouring into the country; American emphasis on nonacademic school
obJjectives, notably on teaching children manners and social
graces, the efforts we make to maintain a uniform level of be-
havior and accomplishment - all the essentlally extracurricular
burdens we put on our schools go back to a time when the school
was our best instrument for Americanizing millions of foreigners
as rapidly as possible. .

(more)
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For a long time the welfare of the country has been
ntimately tied up with 1ts industrial growth, and so the busi-
essman's outlook was predominant; this accounts for a certaln
nclination to Jjudge education by its dollars and cents value,
ts immedliate usefulness. This probably has had something to do
ith our tendency to equate teaching the tricks of a trade with
ultivation of the powers of the intellect.

l Ve now have a proliferation of educatlional institutions
t with no national standard of academic excellence. The ele-
3ntary and secondary public schools are controlled and largely
nanced on the local level and any kind of outside influence

és always been stoutly resisted; even state control 1s tolerated
ith 111 grace. There 1s therefore no national standard for the
igh school diploma. It 18 granted for educational efforts so
issimilar as to be valueless in Judging a graduate's competence.

Equal diversity prevails among our colleges and univer-
i1tles, Some hardly deserve to be rated as secondary schools,
hile others are excellent; among the best in the world. The
.A., M.A. and PhD degrees which they award are as dissimilar in
alue as are the diplomas of our high schools,

; Only the professional degrees - those given to lawyers,
octors, engineers, and so on - maintain a fairly uniform stan-
ard -~ and 1t is good. The reason for this unexpected respect

or excellence in professional degrees i1s usually to be found in
ome form of outside pressure, such as the need to meet state
halifications for licenses to practice the profession.

Because of the uninhibited way in which institutions of
idely divergent academic standing award diplomas and degrees, 1t
88 always been difficult to judge American education by comparing
t with that of countries having a similar civilization. Through-
ut the world, the American degree has no assured standing but 1is
udged solely by the reputation of the institution which awards
t. This makes it difficult to evaluate the B.A., especially,
Ince nothing exactly like it exists in Europe.

The greatest confusion in any comparative study of
ducation comes from the misconception of the worth of the .
merican high school. We have always overvalued it. Merely be-
ause its graduates are approximately of the same age as European
raduates of secondary schools, we keep thinking of the two as
eing, if not identical, at any rate comparable. This would only
e true if you equate possession: of social poise, good citizen-
hip and pleasant disposition with solid academic knowledge such
8 even few colleges in the United States impart in a four year
ourse,

(more)
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In recent comparisons of American and Russlan education
we have, for example, compared the number of graduates of the
Russian ten-year schools with those of Amerlcan high schools and
found the result not too disheartening. Similarly, we lump to-
gether United States college and university enrollment - only 11
per cent of which 1s postgraduate - and compare 1t with enrollment
in Russian universities and professional schools; again, though
not good, the figures are not actually frightening. We carefully
count the hours our children spend in elementary and high school
and find that in twelve years they've sat in class about the same
length of time as the Russians in ten years. We then say sadly
that the Russians do seem to get more sciences than our children
and that something should be done about 1t.

We follow the same procedure when we make comparisons
with Europeen schools. It comes out that we have many more :
children in high school and in college than they have in secondary
schools and universities, and this makes us proud. But all of
these comparisons are meaningless because the European secondary .
school graduate has learned more than most of our college gradu~
g;es; and as to the high school diploma, the less sald about 1t

e better.

How can you make a meaningful comparlson between the
American high school and the Russian ten-year school or the
European secondary school? The latter two can be compared with
each other and the Russian comes out the worse, though not in
things which his government considers essentlial. But one cannot
compare the number of hours spent in our high schools with those
spent in any BEuropean or Russian secondary school, for even the
hours are not qualitatively the same. There an hour at school
means an hour of uninterrupted serious work; here there are
assemblies, errands to be run, speclal assignments (1ike collect-
ing milk bottles for lunch), and the teacher must spend a great
deal of time helping the dullards who would so much rather be on
the outside earning money than trylng to study "language arts".
It takes almost a week to get work started at the beginning of
each semester and another week to tidy up at the end. Then there
are trips to survey various adult activities, checking on the fire
department or the bakery, and much time goes into preparing for
the school play.

It isn't even possible to compare one hour of French
or physics in the average American high school with one hour of
these subjects in a European or Russian secondary school and for
this reason: over there they have a continuous program of in-
struction which advances from the moment the subject is first in-
troduced. As the child grows in understanding, the. presentation
of the subject by the teacher becomes broader and deeper, more in-
formation is added and more facts are discussed until in the end

(more)



291

e pupil masters the subject thoroughly and it is his for 1ife.
such a well-planned program each hour carries the pupil's
owledge a step forward. But we, in this country, in a mistaken
ea that.the child should exercise free choice, give him much
eway to pick and choose among a large number of subjects. He

y take French in the ninth grade, drop 1t for two years and take
up again in the eleventh. Meanwhile he will have forgotten

st of what he learned and time will be wasted reviewing in the
cond year what he was-supposed to have learned in the first

ar.

A point 1is reached where quantitative diversity becomes
great that comparisons are meaningless. The Russian ten-year
hool, for example, gives each and every student 1,353 hours of
assroom and laboratory instruction in the sclences, Many of
r high schools teach no science at all; only 1/3 of our high
hool graduates have even studied science, and the maximum ob-
inable, with a few exceptions is 756 hours,

Take forelgn languages: every pupil in a European
ience-mathematics secondary school has nine years of one foreign
nguage and six years of another. Yet many of our high schools
ach no foreign languages at all, and there are few graduates
0 have had as much as three years of even one forelgn language.

Some Amerlcan high school graduates never get beyond
adratic equations but every graduate of the European sclence-
thematics secondary school must be familiar with differential
d integral calculus, analytical geometry, application of mathe-
tics to physics, and spherical trigonometry.

It is time we face up to the fact that few American
udents at age 21-22 know as much after a four-year college
p§ge as most European secondary school graduates know at age
- .

There 1s much dissatisfaction with our schools today.
rents feel vaguely that the local high school 1s below par but
ey have no way of proving i1t, In some fashlon, we must devise
way to introduce uniform standards into Amerilcan education.
nce there is widespread distrust of the federal government in
tters educational, and education 1s under. our constitution with-
the province of the states, it would be best to set up a pri-
te agency; a Council of Scholars, financed by our colleges and
iversities as a Joint undertaking; or perhaps by Foundations.
is Council would set a national standard for the high school
ploma, as well as for the scholastic competence of teachers.
gh schools accepting this standard would receive official ac-
editation, somewhat on the order of the accreditation given
dical schools and hospitals. Teachers would receive a speclal

(more)
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certificate if they completed the requisite course of studies.

Community pride would be a potent factor in inducing
high schools to obtaln accreditation. For the first time parents
would have a real yardstick to measure their schools. If the
local school continued to teach such pleasant subjects as "Life
AdJjustment" and "How to know when you are really in love", instead
of trigonometry, French and physics, its diplora, for all the world
to see would be inferior. Taxpayers will begin to wonder whether
they are getting their money's worth when they see other schools
recelving accreditation, and when their children find admission
to college difficult because theirs i1s an inferior diploma.

Schools would soon discover that to obtain the coveted
accreditation they would have to have teachers with a thorough
knowledge of their subjects.

This would put pressure on educators and state authori-
tlies to bring their teacher certification requirements into line
with today's need for teachers thoroughly grounded in the sub-
Jeets they teach., Another most desirable effect would be the en-
viable position in which Council-certified teachers would soon
find themselves. There would be lively bidding for their serv-
lces with the near-automatic result that their salaries and pres-
tige would rise. More intelligent people would then be drawn in-
to teaching, thus starting an upward spiral and giving teachers
gt last the true status of professionals which they most surely

eserve,

As part of what I feel must be a concentrated effort to
introduce quality education into the high schools, I again urge
that industry, labor, and the Foundations endow some twenty-five
model high schools which would be open to all children but only
upon passing rigid entrance examinations.

Once scholastic standards are firmly set, the Council
should concern itself with a plan to shorten American general edu-
cation to at most 14 years; and to 12-13 years for brilliant
children, It ought to work out a plan for all high schools to
graduate at age 16 those children who are able to learn fast and
who plan to become professionals; colleges would probably accept
the 16 year olds if they came with a Council-accredited diploma.

Within the next fifteen years, six million youngsters
wlll clamor for admission to our institutions of higher learning.
Colleges and universities are now being exhorted to prepare for
the flood and they are severely criticized when they refuse to ex-
pand in order to become mammoth high schools where overgrown
children must be taught to spell or write a simple essay; vwhere
herdly anyone really knows a foreign language, and many are

(more)
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mathematically 1111teréte yet confidently expect to become engl-
neers because this 1s a profession where much money 18 to be made.

We are in our present predicament because education in
America has deteriorated in quality for lack of standards. You
can send your boy to college to study Fly-casting or Advertising
layouts; your daughter to study Etiquette and How to be a Hostess.
After twelve years in elementary and high school; four years at
college, and three years of postgraduate study, the crowning
achievement may be a PhD thesis on "A Study of School Postures
and Desk Dimensions". It matters not whether you take courses in
calculus, medleval history, women's styles or interior decorating.
Everything is grist to the American educational mill. "You, too,
can have a degree." Every American child has the God-given right
to march in a commencement procession, clad in mortarboard and
academic gown, the rolled up parchment degree clutched in his hot
little hand. What for centuries was a solemn moment crowning
long years of arduous mental discipline and hard work, has now
begun to mark the end of high school and may some day reach our
little sixth-grade scholars.

‘Let not men of little vision with their soothing words
hold back our righteous anger. We must sweep clean the temple
of learning and bring back quality. For, as President Sproul of
the University of California, warns us: "If we fall in our hold
upon quality, the cherished American dream of universal education
will degenerate into a nightmare."

Let us each make a beginning, however small. It takes
but the moving of a single pebble to start an avalanche.

- 30 -
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THE ROLE OF THE CRITIC

1 am pleased to be here today since this year's meeting of the Edison
Foundation coincides with the end of my first decade of involvement in American
education, It is an honor to inaugurate my second decade by addressing this
distinguished audience. May I put in a petition to the Foundation for a place on its
agenda ten and twenty years from now, God willing?

You may think me unduly pessimistic. Why should I expect that twenty
years hence it will still be necessary to advocate reform of"our aschools? Are not
the American people beginning to see that such reforms are essential if we are to
survive as a free nation? However, if there is anything I have learned in the last
ten years, it is the overwhelming power of resistance to reform possessed by

organized groups with a vested interest in the status quo, Educational officialdom

is such a group. It has been 80 successful in resisting needed reforms .that we
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re today in grave danger of being overtaken in science and technology by a nation
vith a more efficient and rigorous educationzl system.

Hardly a week goes by without some news item showing Russia moving
head in scientific knowledge or technology. A leading American mathematician
‘eports the Soviet Union ahead of the United States by ten to fifteen years in the
omplicated area of accurate rocket control mechanisms-«the reason being
2ussian leadership in the field of non-linear differential mathematics. Three
Jnited States senators return, warning us that the Soviet Union is assuming world
eadership in the development of hydroelectric power. A professor of Industrial
Management and Engineering discloses Russia's ability to outproduce the West in
-ertain machine tools, These are but a few items appearing in a recent ten~day
eriod,

Official statistics show that in 1957 Russia had a ten-percent lead in
scientific and technical manpower over the United States, The Soviet force,
noreover, included 30% more holders of advanced degrees. Because of faster
srowth rates, official estimates expect the Russians will have a 25% lead in
rained manpower by 1961, with an éven greater advantage in holders of advanced
legrees, Space experts now concede that we are five years behind the Russians,

‘ Yet many American educationists do not appear to see the connection
>etween these scientific advances and the quality of Russian education. Not long
1go one of them comglained that it had never been "demonstrated in any way
resembling a scientifgc procedure of thought' that Sputnik refiected a triumph of
Russian education! Another urges us not to worry about keeping up with the
Russians; "let's keep up with the children,” Still another ridicules those among

18 who are concerned over Russia's more efficient education and makes the wholly
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unsubstantiated--and, truth to tell, somewhat ridiculous-=claim that the Russians
are "worrying themselves sick about us,"

One can understand educationist annoyance when Russian achievements
are used to show up the mediocrity of our schools, But Iam shocked and worried
when I see them carelessly misleading the American _public‘ on what actually goes
on in Russian education, For example, there is the wholly untrue assertion con=
stantly being made by them that Russian schools teach only science and neglect
the humanities, while ours are said to give a more rounded education, The fact is
that Russian schools devote about as much time to the humanities as to the sciences
and mathematics, and a great deal more to both than do our scheols. Again, 1
constantly come upon assertions that only a tiny fraction, a smali percentage,
of Russia's children graduate from the ten~year schools while more than 80% of our
children go to high school. In the first place, only 55<58% of our 5th graders
graduate, as can be seen if one takes the trouble to consult the United States
Statistical Abstract. Figures published by the United States Office of Education
show that in 1957 1.6 million Russians graduated from their ten-year school,
about 10% more than the number of Americans graduating from high school that
year. In evaluating these figures we must keep in mind that while Russia has about
16% more people than we, World War II losses have probably brought her school-
age population close to ours. In other words, she graduates about the same
percentage from her rigorous ten-year schools as we from our easy high schools,
Furthermore, Russia has not yet completed her present program of covering the
land with ten-year schools; she is likely to graduate even more children some

years hence.
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I find such carelessness with statistics unforgivable. Not only is it
ntrue that only a small percentage of Russian children get a ten-year school
ducation; the education they do get is far better than our children get after twelve
ears of schooling. This is obvious if one consults the examinations passed by all
f these 1. 6 million young Russians, These cover an amount of knowledge in
athematics, physics, chemistry, history, literature, the mother tongue, and at
-ast one foreign language, which will rarely be possessed by young Americans
nless they have completed two years of a good liberal arts college. Several

mes more younz Russians have learned this by age 17 than young Americans by

ge 20. These examinations have been translated and published by the United States
ffice of Education and were therefore available to everyone. They have now also
een included in a report of my testimony on Russian education before the
;ppropria..tions Committee of the House of Representatives which will be sent free
f charge to anyone who writes to the Committee. I suggest American parents use
rese examinations as a yardstick by which to measure the achievements of their
>cal schools,

I hope they will not allow themselves to be fooled by the specious
rgument often made by educationists that what goes on in Russian schools has
b relevance for us since Russia educates her children in order that they may be
seful to the state, while we do 80 in order that our children may have the
ersonal advantages a good education provides. The objective in bofh cases is to
npart knowledge in the humanities, in mathematics and the sciences to a child
rowing into adulthood and, in the process, to develop his mental capacities.
hat is relevant for us is that Russia gets a larger percentage of her children

rough a rigorous course of higher secondary education than any other country,
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especially our own, She also gets more students to become first-rate scientists
and engineers than we are able to do. Therefore she has a larger pool of trained
professionalé and is able to forge ahead of us in important areas affecting national
strength and power, This is what is meant when one speaks of the Russian educa=
tional menace.

I hope parents will not allow themselves to be fooled by educationist
misrepresentation of what critics advocate when they point to Russian educational
achievements. Neither I nor other critics have ever recommended that we take
over the Russian educational system; we do urge that we consider Russian
educational achievements as a minimum standard for our own educational objectives.
We warn that it would be suicidal if we allowed scholastic levels in our schools
permanently to drop below this minimum standard. We flatly reject educationist
claims that since ours is mass education it must therefore be mediocre, or that
democratic education can never be as good as education in an authoritarian society,

It is an old progressive gimmick to propound an antithesis between
democratic and good education, as if the two were mutually incompatible. Not only
is it used today to deprecate Russian educational achievement; it has always been
the alibi of our educationists when one confronts them with the unquestioned

superiority of European educational accomplishments, Of late, however, the

critics have been bringing in evidence to prove how phony is ‘this alleged incompati=
~

bility of excellence with equal educational opportunities. We now have ample data

showing that from the first day the European child goes to school, he forges

scholastically ahead of oure.
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Recently the Council for Basic Education published a book by Charles H.
Scbut‘ter and Richard L. Spreckelmeyer, entitled Teaching the Third R, In it
arithmeti(’i: textbooks here and abroad are compared in great detail, In view

i
of the fre&l;uent accusation made by educationists that children abroad learn by
rote, it is interesting to observe how much emphasis ia pla-ced in European schools
on developing a "figure sense" in children by teaching thern mental shortcuts to
problems. In contrast, rote learning is quite prevalent in our own schools and
there is also far more emphasis on memorizing formulae instead of reasoning out
ways to solve arithmetical problems. Tables show at what age children reach
given levels of arithmetical knowl;edge. From Ireland to Poland, from Sweden to
Italy, in England, France, Germany, Holland, Denmark-:thronghout Europe in facte~
children move ahead so much faster that by the sixth year they are almost two years
further along than our own children, This is true not only in arithmetic but in the
other two "R's'" as well. Rarely does a European child complete his formal
education without being able to write legibly ;nd correctly but many of our college
freshmen have to take remedial courses in this simple skill, Nor do normal
European ?hildren fail to learn to read with ease before they enter their early
teens.

Mind you, I am speaking of comparative achievement levels in elementary
schools hel‘e and abroad. These are free public schools attended by children
before they are separated by ability into different secondary schools. Thus for
elementary schooling, the stock argument of American educationists that European
education is good because it is class education and ours must necessarily be inferior
becans-e it is mass education will simply not stand up,

|
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In their homogeneous secondary schools, Europeans continue to gai
over our children. The abler children who attend higher secondary schools,
in particular, advance much faster than children who take college~preparatory
courses in high school here, Abroad a liberal education comparing favorably ‘
with what Americans acquire in sixteen years of school and college takes
b}:t twelve years=--in a very few countries thirteen, Europeans are therefore
four years ahead of Americans when they begin their professional education
at a university; for most top-level professions here, a Bachelor of Art's degree
is a .prerequisite before one is admitted to profeséional‘school. I find it personally
bumilitating that most European universities also demand a Bachelor of Art's
degree of Americans wishing to matriculate, while they admit all Europeans
with a "maturity" certificate, obtained at the end of the higher secondary school.
For some time, I have been collecting "maturity" examinations from
various European countries which I hope some day to translate and publish. The
amount of knowledge in the humanities, in mathematics, and in the sciences
required to pass these exams will rarely be possessed by American students unless
. they have taken a four-:year liberal arts course at college. At that, few of them
could pass the foreign language test of the European maturit;'. examination.
There the studnet must show he can write an essay=«without using a dictionary--
in at least two, more often three, foreign languages. I have before me several
such essays and I find them deeply disturbing. In spelling, grammar, style
and composition, these essays could rarely be equalled by our best high school
graduates in their own mother tongue. Few PhD candidates here could match them

unless they had specialized in foreign languages. Yet American educationists
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constantly equate the high school diploma obtained for a college-preparatory
course with the European maturity certificate, This gives our people a wholly
false idea of where we stand educationally.

If we compare them with Russian ten~year school graduates, Europeans
who have passed a "maturity" examination are about two years ahead of the
Russians as far as basic knowledge is concerned., Their schooling also has
developed in them considerable ability to think independently and it has given them
a much broader cultural background. While I feel that we should consider Russian
educational achievements as minimums .below which our schocls must not be
allowed to fall, Ibelieve we ought to strive beyond this for the goal of matching
Buropean levels at least fog those of our children who will go on into the professions.
As it is, many of them are barred frozp becoming professionals here because of
the length of time it takes and the high cost, In consequence, we have a chronic
shortage of professional people,

It is important that we not let ourselves be fooled into believing that our
achools are unique because they charge no tuition; this was true before World
War I, but since then one European country after another has made all schooling
up to age 18 tuition free or subject to such minimal charges that no really talented
child is barred from school because of poverty. Moreover, European unive_raitiea
are far less expensive than ours so that in professional education the European
student does not face the financiil barriers our students encounter.

Misconceptions about European education are slowly disappearing as a
result of information made available by the critics of American education. e

are beginning to realize that ours was not the first nation to establish public
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education or that it alone opens the educational door to the very top for all children,
But we still seem bemused by educationist claims that it is ""undemocratic’ for
other Western .nations to separate their children after elementary school, and
to put them into different types of secondary schools according to their mental
abilities and vocational aims, We still hold the comprehensive school sacrosanct
and consider it the only truly “democratic' school..

I find it difficult to understand why we think it "undemocratic'' to have
children attend separate schools, each appropriate to their abﬁities and aims,
as long as these schools are opén to all free of charge. We do not say it is
“yndemocratic" that nurses go to nursing school and doctors to medical school,
and that each obtains a different diploma. Nor do we send enlisted personnel to
the same school as officers. Vhy do we get angry at Europeans for weeding out
the dullards from the talented ;:hildren and sending them to separate secondary
schools? What good would it do the dullards to be admitted to a school where they
would just sit around understanding nothing? What does it benefit them to be given
diplomas which stand for nothing but a given number of hours spent sitting at a
school desk? Are the less able children harmed when the abler children are
allowed to pass more rapidly through the_ elementary stages of education and xgtg
the higher ones? What is democratic about penalizing God:given talent by lettiné .
it go to waste go average children won't feel a sense of inferiority?

It may be Leguiling in theory to think of all our children going to school
together, But will it really serve their bgst interests to send them to schools
where not only the chﬂdrén of the poor mingle with those of the rich, which is,

of course, what I consider highly desirable and strongly advocate, but where
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the child with IQ 70 sits beside one with IQ 170, and where the morally weak child
freely associates with the child who has been carefully raised to distinguish right
from wrong and to conduct himself responsibly? Such mixing is supposed to teach
a lesson in democracy. This makes no sense to me. Obviously, no child will
receive an education best suited to his abilities and vocational aims in such a
school; nor will the bright child develop admiration and respect for the duilard,

or the potential young delinquent profit from associating with well-brought-up
children, It is far more likely that the dullard will be frustrated, the bright child
bored, the average child never challenged mentally, the good child corrupted by
the young ne'er-do-well, and everyone's mafxnets and mores downgraded to a dead
level of mediocrity,

Most of these disadvantages remain even when we take account of different
learning capacities by setting up multiple tracks. They are an improvement
over heterogeneous classes and I suppose we ought to be grateful that some

“educationists have finally miadé this concession to the urgent-demands of critics
and the public. But it is a somewhat amateurish way of dealing with the problem
of children's unequal mental aptitudes. The small homogeneous school,
characteristic of E;xrcpean educatin, does a much better job.

1 do not believe that at a buge comprehensive school talented children
can ever receive as good an education as at a emall Englisb grammar school,
French lys_ae, or Swiss Gymnasium. In their enthusiasm for gigantic schools
and democratic togetherness, American educationists overl:ook the difficulty
of conducting under the same roof such varied enterprises as life-adjustment

training, leisurestime activities, vocational training, and serious basic
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education, especially when the choice lies with the child as to which course
he will take, How can we expect children to choose higher mathematics when
their classmates are having fun learning how to play canasta, cook or find a
mate? Why should an 8th grader tackle a hard subject when next door the
kids are happily whizzing through a course in "Home and Family Living?"
V/hy-should he take tough exams when others get promoted on true-false tests
posing such "difficult" problems as should boys use deodorants or can one use
cake soap for shampooing?

1 presume we do not wish to carry "democratic' education to a point
where only children of the rich can afford to become professional people, Yet
this would assuredly happen if we heeded those educationists who brand everyone
as undemocratic who advot-:ates special public schooling for our talented youth.

- Do we want the services of doctors, lawyers, engineers and other professionals?
Well then we won't get them unless we provide proper schooling for those of our
children who are willing and able to become professionals. To call this advocating

that only an “elite” be well educated while the rest of our children receive an

inferior educat{:;;l. making i:hem forever hewers of wood and‘carriers of water,
is highly irresponsible demagoguery. At present nobody gets a really good
public education; what ctitics advoca.te is that everybody receive the best
education he is able and willing to absorb, What could be more democratic?
Apart from the disadvantage of attending comprehensive rather than
homogeneous schools, our children learn less than those abroad because we are
confused about the objectives of formal education, because we set ourael_ves

extremely modest goals, because our teachers lack the professional qualifications
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and status they enjoy abroad and labor under the handicap of being controlled
in their professional work by an army of administrators and narrow specialiat;
who dictate pedagogical methods, select textbooks, and determine curricula,

It is these non-teaching persons, these so-called "professional educators, "
who shape American education and must be held responsible for its m;adiocre
achievements.

The theories of progressive education have left a deep imprint which
cannot easily be erased. Under their influence, educationists have gradually
denuded the high school curriculum of its former solid content and filled it
with frills and know-how courses; they have abandoned the concept that
advancement must be earned by scholastic pgrformance and substituted automatic
promotion, In their determination to make the schools ""democratic” and to
keep the less able child happy, they have been raising a generation of Americans
who expect to obtain all good things without effort and who acquire a wholly
false notion of their own importance because they have never had an opportunity
at school to compare their own true accomplishments with those of others.

Stung by critici:nm, American educationists are presently making an
-effort to shift the entire responsibility for watered-down curricula on the
American public. But it was their own rejection of genuine education in
favor of life~adjustment training that opened the doors to pressure groups
hounding the schools with requests to teach their particular pet subjects,
Moreover, the public has now awakened to the need for school improvement while
educationists still erect roadblocks to prevent genuine reform, One has but
to steep himself in the writings of leading educationists to sense their

profound anti-intellectualism and dislike for quality education, The following
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passage taken from Kilpatrick's biography by Tenenbaum shows how and why
. our curricula have become divested of solid content:

"The writer has seen.a class of six hundred and more graduate students
in education; comprising teachers, principals, superintendents, vote their
opinion in overwhelming numbers that Greek, Latin and'mathematics offered
the least likely possibilities for educational growth; and with almost the
same unanimity they placed dancing, dramatics and doll playing high on the
list in this regard." (My italics.)

V7e and we alone among all modern democracies have devalued our
intellectual currency; we have downgraded the high school diploma to a point
where it does not even promise comptetence in elementary subjects, as witnesg
the need of many graduates to take remedial courses at college in reading,
writing and arithmetic. Educationist dogma declares that nevertheless children
are better educated today than in the past. If we go back far el.'xough this is
probably true. Our country never had as good an educational system as the
more advanced nations of Europe; it was late setting up a tax-supported school
system. Our children sit in sctiool many more hours, days, and years today
than seventy-five years ago and we spend forty times as many tax dollars to
keep them there, Even allowing for the steady erosion of the value of the
dollar, they ought to have learned a bit more at a per capita cost of $135 in
1954 compared to $7.91 in 1880, Or so one would think, #

The American dream of making higher secondary schooling available to
all, free of charge, has however not been realized because we have downgraded
the high school until it provides dor a majority of children not very much more

real education than is normally acquired elsewhere in elementary schools. I

® See United States Statistical Abstract.
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do not wish to enter into the battle of statistics about how many high school
children take what subjects, I merely wish to point to the decline in foreign
language teaching. I believe this decline was a direct result of progressive
dogma that life is not “enriched" by learning foreign languages unless these
are actually spoken in the community in which one lives. ’ Even today, when
many parents have taken the initiative in arranging foreign language courses
for their children, and when our leaders putlicly deplore our linguistic
illiteracy, many educationists remain strongly opposed to such courses,

Two years ago, Secretary Folsom stated that while almost balf our high
at;hool students were studying at least one foreign language in 1928, by 1955
only 20% did so. The standard educatinist reply to similar statistics is
that more children go to high school today and that the new ones are too
stupid to take academic courses. But about the same percentage of children
attended high school in 1928 as in 1955, so the argument has no merit. Iwill not
go into the low value our educationists place on the intellectual abilities of poor
children, except to call attention to the fact that all Russian children
learn at least one foreign language. Do American educationists seriously claim
that our children are less able? The more I learn about education, the less
am 1 willing to believe that all but a minority«=15% according to one leading
educator-~of our children cannot absorb solid subjects, True, only a minorit-y
learns them easily but many more could learn them with effort and if they
were skillfully taught,

Skillful teaching can be had only if one grants teachers full professional
status and in return demands that they be as well educated as other professional

people., We have allowed our teachers to become little more than employees of
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administrative educationists who, under our scheme of things, occupy the
best paid and most influential positions in educational officialdom. It is
they who presume to speak with the voice of education; rarely does one hear
from a classroom teacher except through anonymous-letters to editors and
critics.

Most of the pedagogic errors and monstrogities that infest our schools
originate in administrative directives coming from persons high in the hierarchy
of educational officialdom who have themselves rarely had any classroom
experience. Seldom is the real expert--the teacher--consulted in the matter
of curriculum plamgng. pedagogic methods, and selection of textbooks'. He is
simply handed thé newest products of progressive theory based on the very
latest so-called "psychological research' and told to apply them in class.

In the words of one teacher who finally quit in disgust: "Cne year it
was bundles of wooden sticks and red and blue poker chips--millions of them!--
to replace the multiplication table and give the children a sense of learning
by doing, Another year it was a series of readers, so arranged that children
could be taught to read without the boring and unlifelike process of learning
the alphabet! Yet agin it would be a revised social studies curriculum,
according to which students were to spend weeks on *Orientation to St-:hool, '

"My Family, ' and "Our Neighborhood, ! while ancient history was resolutely
dropped from the course of studies altogether,"

The subordination of American teachers to their non-teaching administrative
superiors is in glaring contrast to the professional independence of teachers
abroad where educational administrators are unknown. European school principals

are invariably themselves experienced teachers who keep their hand in by
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giving a few courses to the upper grades, The highest job in a European
univeirsity--that of rector--goes to a professor elected to this office for

one yie-ar by his colleagues on the faculty. It would be inconceivable to anyone
abroa:d that an exe-athletic coach be set to direct the affairs of an educational
iusti.t;xti.on. The idea that schools and universities need public relations
staffs strikes European educators as utterly ludicrous. I confess I myself
cannot help wondering why a tax-supported school should need such a staff; is

this really a necessary expense? Nor do foreign educational systems engage

hordes of testers, guidance per 1, record keepers and the like who increase
the cczast of education here without making it noticeably more efficient. One

may \%lell wonder just what qualifications are poscessed by all these people

who t;:auage our schools and our teachers.

Well, they usually possess high academic degrees But thego may well have
been acquired in a wholly unacademic way by learning how to manage school
plants, purchase supplies, disburse pay and deal with personnel problems;
nowb;re in the world can one find such at;-ange “original research" as will
get oné a doctorate in Education in this country, "The Junior Hostess
Voluxg;teera at the USO Lafayetie Square, " "A Comparison between the Readability
of Dléest and Original Versions of Articles, " "An Evaluation of Innovations in
Elementary School Classroom Seating, " are but a few samples. Ex-athletic
coaches turned superintendent or principal may have won their doctorates by
writing a thesis on "Personality Traits of Athletes" or "School Camping in New

Jersey." Curricula and teaching methods may be prescribed by people considered

psychiological experts on the etrength of such studies as "Relationship of Playing

the Pl.nball Game to Personality Dimension. "

i
e
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In the traditional American school, before progressive education took
over, and in schools abroad, judgment of a pupil's educational progress is
the responsibility of the classroom teacher, Here we seek to eliminate his
“gubjective"” judgment by "objective" machine-processed tests. These can never,
in my opinion, do as good a job as can a teacher who remains with his class
for long periods of time and thus gets to know each pupil intixﬁately. At best,
mechanical tests measure isolated abilities while the traditional essay-type
or problem-solving examination gave a broad basis for evaluating a child's
real achievement.

Abroad, elementary teachers still take the same class tkrough four or
more years; in secondary schools professora teach two or three related subjects
to the same class through several grades. To do this, teachers mnust of course
possess a more rigorous professional education than is commonly possessed by
our own teachers., We fool ourselves if we think mechanical tests can take
over the job of measuring educational advance. .V/e merely clutter education
with a new lot of non-teaching specialiste--the testers, Nothing can nowadays
be done before the testers have had a go at it. Now that we finally have a.
federal education act which recognizes the importance of adequately educating
our talented children, we cannot get on with the job but must first let the
United States Office of Education undertake a so-called "talent inventory,”
giving employment to lots of testers.

I cannot aeé what all this testing is supposed to get us. We know our
children ought to be better educated; to keep on testing them will not alter
that fact. Nor is it clear to me how one inventories talent by making children

answer yes or no to such statesments as: "My parents treat me as if 1 do not
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know right from wrong, " or "Dad always seems too busy to pal around with me, *
or "If you don't drink in our gang, they make you feel like a sissy." Ve

would do better to use the money wasted on such tests to educate more good
foreign language, mathematics and science teachers of whom we have far too
few; incidentally, we could do with fewer testers!

The work of testers, guidance personnel, and a host of other administra=-
tive functionaries could be done a hundred times better if we insisted that our
teachers be as well educated generally and professionally as they are abroad,
and if we then gave education back to them. We have gone overboard on
mechanical aids and on so=-called objective tests of the multiple choice type
which appeal to us because they seem so businesslike and make school take on
the aspect of an efficient business office. But nothing can replace a really
good teacher. We had better face up to the fact that we must get them pay
them well and treat them as professionals if we wish to educate our children
properly.

American education is top-heavy with administrators; it lacks the
scholarly leadership under which foreign educational systems attain high
scholastic achievements. School reforms will not be generated from within a
bureaucracy run by non-teachers whose intellectual parochialism and lack of
classroom experience prevent them from recognizing our educational deficiencies.
Nor will the present leadership of our public schools permit outsiders to
criticize our schools with impunity; still less take heed of warnings by
critice. As is the case with most administrators who control large bureaucracies
in this country, the men who manage our schools tend to loc.>k upon public

education as a personal domain in which their rule is absolute.
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For the past ten years I have been keeping a record of all major
criticisms of American education and of the reaction thereto of ""professional"
educationists. In reading through a mass of material pouring from the pens
of inciividuals and professional organizations, one is struck by the monumental
self-righteousness which pervades educationist reaction toA criticism. One
can find no evidence of an awareness that, in view of the present state of
American education, the critic might just conceivably be sincere and have a
well-reasoned case to present for school reform, All criticism is contempteously
dismissed, even when it is voiced by anxious parents or by citizens' committees
formed to induce their local schools to change curricula or teaching methods,
All are patronizingly told to leave such matters to the "experts;" any citizen
who becomes too insistent is likely to be subjected to personal vilification
and this is of course also the lot of those who criticize education in general,

For anyone who wishes to inform himself on this subject, I recommend a
series of articles by Howard Whitman which Colliers published five years ago,
beginning February 5, 1954--the first was entitled "Speak QOut Silent People, "
They are well worth reading, if for no other reason than the documentation
they contain on the extraordinary difficulty experienced by the American
public whenever it tries to induce local schools to abandon progressive methods
considered harmful to the children. V

One such campaign was fought to induce the schools to return to the
phonetic method of teaching chndren.t'o read; parents were getting tired of
baving to take over the teaching job themselves, Another over report cards
which did not measure a child's scholastic achievements but limited themselves

to such vague statements as normal growth is taking place.” Still another
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over getting tbé schools to reinstate script after they had quietly decided

to teach children only to print. That one gave rise to great bitterness.

One indignant member of a parents' committee remarked: "We found out what

many other parents have found out when they tried to make their voices heard
_ by school authorities. We found that schools no longer belong to the people.. )

The 'professional educators' have taken over, and public be damned."

These are but a few of the many cases where educationists put up
determined resistance to citizens' committees demanding abandonment»of
progressive teaching methods in their schools. Yet leaders in education are
forever praising the principle of "local control over our schools" as the chief
glory of American education. They are forever invoking this principle when
propos&ls are made to end the present educational anarchy in this country by
setting voluntary national standards for high school diplomas and teacher
certification which would give communities a yardstick with which to measure -
school performance.

~In the light of the cavalier treatment meted out to parents and other
citizens worried over educational shortcomings, one cannot help wondering how
sincere ecducationists are in their professed devotion to the principle of
local control over education, Do they really believe in this principle so
strongly that to them even a voluntary national standard smacks of federal
tyranny? Or, is not their hostility to such standards merely part of their
general intolerance of criticism whatever kind it may be and from whatever
source it may come.

Of this Qtolerance there can be no doubt, It is glaringly manifest in

the avalanche of words with which educationists seek to demolish criticism and



314

the critic. I have most of it in my large collection of material documenting
the e-ducatio'nal history of our country for the past half century. There i-s

s0 much of it that it overflows a large bookcase. When one has the educationist
countercase-all in one place and so can absorb it, as it were, in one gulp,

one is struck with its sameness. It almost seems as if a central strategy
board had issued directives on "how to deal with the critics!" Allowing

for differences in the personalities of writers and in their writing style,

one finds virtual unanimity among them that, barring the need for more mosey,
there is nothing wrong with our schools-~they are "the best in the world, "
Consequently all criticism is unjustified and all critics are “enemies of the
public schools.”

In order to "prove" that our educational system is inferior to none,
educationists wﬁl try anything, Now that they are faced with 60 much evidence
brought in by critics that European education is better than ours, they are
redoubling their efforts to convince the American people that national school
systems cannot be compared because each reflects the mores and culture of its
particular society. A favorite gimmick is to show how inappropriate European
education proved to be when it was applied to.backward peoples in European
colonies; how little meaning an Indian child would get from learning about the
Norman Conquest or an African bushman about Louis XIV. I can only say in
reply that for myself, I do not consider us as far removed from European
civilization as Indians or Congolese, Nor am I comforted when educationists
tell me that our education must be excellent since so many students from
backward nations come to the United States to study at our colleges and

universities. Possibly free scholarships have something to do with this.
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wever, I am quite willing to concede that schools in Outer Mongolia are
rse than ours. What of it?

I find educationist attempts to convince us that no drastic reforms
» needed in our school system utterly unconvincing, VWhat is more, I don't
ieve they can make it stick, Not even by pouring their wrath on the.critics,
s surprising how far gentle school men are willing to go to demolish
: disagreeable disturber of the educational peace.

As to his motives, the party line is that these are always suspect
less the critic is paid handsomely by some Foundation, in which case he will
 be vilified and can get away with a fair amount of real criticism. The
e-lance critic, however, is fair game; it will be hinted thai he may be
rt of a sinister conspiracy engineered by forces of the left, the right, or
both the left and the right--at any rate sinister, Or perhaps he is an
adjusted, lonely person who doesn't get along with people, who has had an
fortunate childhood that leaves him full of frustrations which he takes out
trying to destroy the schools (it is agiomatic that the purpose of all
ticism is "to destroy the -achoola"). Or perhaps he criticizes to make
ney. In one of the nimblest reversals of factual truth, a critic was once
cused of criticizing to gain prestige!

I dislike getting personal but what 1 say has been so thoroughly
srepresented that I should like to go on record on a few points, I speak
but education as a private citizen; my official duties give me no access to
cret, educational information--;everything I use is available to the public and
1 be found by anyone taking the trouble to look for it. Nor does anyone order or

7 me to talk about education, Sometimes fees are offered; I have made it a rule

92-529 0 - 82 - 21
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to ask that these and royalties from my book be turned over directly to specified
charities, My concern with education is a wholly private and volunteer

activity. If anyone takes the position that this concern with education interferes
with my official duties, I challenge him to prove it. A social critic is, of course,
fair game for everyone.

Angry educationists are forever demanding that I stop meddling in
matters of no concern to me and that I stick to my trade of building reactors.
Such reasoning shows a profound misconception of the rights and duties of
democratic citizenship, It would have us all become what the Greeks called
idiotes == private persons who take no interest in civic matters. Our educational
bureaucracy is in this respect no different from other bureaucracies and
pressure groups who seek escape from all criticism by branding the inside
critic as a disloyal traitor to the organization, and the outside critic as
a troublemaker without qualification to judge what the bureaucracy does. Unless
we scotch this attempt to make of criticism a modern kind of _l_:ﬂa maiesté, we
shall assuredly lose control over the powerful organizat ions that increasingly
control our life. These organizations tend to forget they were set up to do
a specific job and that when they fail to do it satisfactorily, they must
expect to be criticized. In particular, no public agency can conduct itgelf
indefinitely in a manner which harms the nation as a whole without being
castigated in public, A

Having called a critic's motives into question, educationists invariably

proceed to declare his facts are wrong or at least suspect because he has not
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ocumented each of them (which would be rather difficult to do in a speech

at this is conveniently forgotten). They claim he cannot really say anything
orth listening to about education unless he has personally inspected every
chlool in the country, sat in every classroom of every school, and listened

> what every child in every classroom of every school has said. This is

eld to be the only “scientific method" of establishing facts«=an obvious aping
f the scientific methods of the exact sciences when they seek to ascertain

\e laws of nature, It is as if educationists were not aware that much can

e learned by reading books and official documents, statistics and examination
uestions; by comparing the products of our schools with those of others,

y a hundred methods involving thought, reasoning and judgment, and by drawing
n a fairly broad knowledge of the world.

When I find a statement of mine, based on official sources and subjected
> a careful check by experts=--such as-my remarks on Dutch education-;being
irily dismissea as wholly erroneous by some educationist who claims to know
11 about Dutch eduéa{:ion but who does not bother to support this accusation,
am sorely; terripted to draw up a bill of indictment on factual errors
ommitted by educationists, So far I have not yielded to so ignoble an impulse
nd I hope I shall continue to re sist the temptation,

But I cannot let the third attack on the person of the critic go by
nanswered; this is the educationist argument that, unless he is part of
e public school system, a critic is not qualified to speak on education.

In The House of Intellect, Jacques Barzun calls this viewpoint a ""super=
tition that'underatinding is identical with professional skill, " whicb‘-’éx‘eAbrands as

enial of intellect, and so it is. The attitude of educationists that they'
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alone possess knowledge and wisdom in all things concerned with the learning
process is not convincing, coming as it does from people whose own educationee
general and professional-~is rarely impressive.

To carry on my assigned t‘ask in nuclear propulsion, I need intelligent
and well educated men, Though a great many of our best college graduates
and oifig:ers apply, only a small percentage show enough promise to be accepted.
We then have to take time out to set up courses teaching these very bright
young people fundamentals they ought to have learned at school and college;
that indeed are taught such young people abroad. Obviously, all this holds
up our work. Similar developmental projects suffer from the same scarcity of
qualified people. The schools do not supply them; their products are unsatise
factcry. The failure of the schools to turn out the kind of products this
nation sorely needs today gives me a right to criticize them.

Angry educationists often threaten to tell me how to build nuclear
submarines. My reply is that if they have as thoroughly studied nuclear
physics and engineering as I have education, if they can devise Abetter ways to
build these ships, we in the naval reactor group would gladly welcome their advice.
We are deeply appreciative when people take enough interest in our work to
think up new ideas. So far we have not received any from educators.

Compared to nuclear physics and reactor technology, education is a fairly
simple subject. Any intelligent layman can obtain a thorough understanding
of its problems, principles, and the performances of different national school
systems. As to what our schools teach, how they teach it, how they are
organized to do this job and what they acco;nplisb in twelve years of schooling=

these are matters which one can quite well grasp without having first taken
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the required number of courses on Education at a teachers' college which
constitute almost the sole qualification demanded of American educators.

I In truth, the critic's lot is not a happy one. Yet he has a useful role
to play lin a democratic society; he is an important part of the democratic
procesg. He finds the facts we need but rarely bave the time to discover for
ourselves, and on which we base our decisions on national issues. He alerts
us when the bureaucracies now dominating life start marching ponderously
down a dead-end street of error, and so gives us a chance to put them back
on the right road before it is too late. One hopes that present warnings of
educatifonal critics will be heedeﬂ before it is too late for us to catch up
in tboaL areas where Russia has forged ahead of us because of her greater
wealth in tx;ained professional people,

It should neve;- be forgotten that it was critics who firet called
attention to the Russian educationa.l menace; educationists didn't get around
to checking on Russian schooling until last summer, but scientists and
engineers reported what was happening in Russia in 1953, and in that year I
myseli; began to speak of this danger., I never thought that by calling attention
to this lominous development ] would become an "enemy of American education';

or that comparing Russian schools with ours would make me the favorite b_St__e noir
of educationists who see fit to call me hysterical, a lover of Russia, a

warmonger and a jackass. At that I consider myself fortunate since I have not

yet been put in a class with Dillinger and otixer professional murderers.

This has happened to another critic whose sincerity and scholarship I admire,

Comparisons with foreign school systems are painful to American educas

tionistia and one regrets that, But it cannot be maintained that they are not relevant,
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It is through comparisons that critics try to demonstrate our deficiencies

to the American people so thay can do something about them, Fifty years

ago, medical and legal schools in this country were a disgrace and a scandal,

Two famous studies comparing them to similar schools abroad were written

under the auspices of the Carnegie Foundation. They created a furor and

inspired such drastic reforms that we soon got professional schools as good as

those of Europe. Today's critics hope that by comparing general education here ’

and abroad, they will bring about a similar upgrading of our public schools,.
Educationists will doubtless continue to fight reform and hold it up as

long as they can., As I said, at'the beginning of this speech: I anticipate

that the campaign will go on for many, many years. As long as Iam able to

stand up and express my views, I shall keep on fighting for schools that will

really "educate" our children==all of them,

S
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© I am delighted to be here in the home territory of my good
friend and fellow naval officer, Gerald Ford, and to speak to his
many friends. I should like first to pay tribute to )u' Ford and
to the members of the Hquse Appropria}ions Committee. Mr. Ford
has served on that Committee since 1951. In the last few years
the Nation has been able to place in operation 18 nuclear powered
attack subtmarines and 12 Polaris gubmarines, together with the
nuclear powered aircraft carrier ENTERPRISE, the cruiser LONG
BEACH, and the destroyer leader BAINBRIDGE. We will also have
under construction or authorized by the end of this year an
additional 29 attack and 29 Pol{:.ris submarines and another '
destroyer leader. For this we ;nust give credit to Gerald Ford
and his colleagues on the Appropriations Committee.

I speak from personal experience when I say that without the
support he and members of the Committee have unfallingly given,
conversion of our fleet to atomic energy would have been delayed
and might have come too late to be of use to the United States.
Copyright 1962, H. G. Rickover.

No permission needed for newspaper Or news periodical use.
Above copyright notice to be used if most of speech reprinted.
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, As a member of the Derense and Space Subcommittees, Mr. Ford
haés had, among other things, to become expert in judging difficult
teichnical matters such as electronics, satellite communications,
adyanced computer systems, atomic energy, and the research and
development which pertain to them.

Mr. Ford has constantly and wholeheartedly supported the
Naval Program and devoted much time and effort to helping us. It
18 a comfort to be able to go to him for his wisdom, !ﬁ.s objectivity,
aqd kindly advice. I am proud to be assoclated with so fine a
geintleman and patriot who does such honor to his state.

'1 The one thing all of us have had to learn in our work in
at%oxpic energy 18 that we cannot mdul;e in 1llusione. To deslign
and build atomic power plants we have to face:the truth and come
to terms with it. I fear that in education we have not always
been doing this, 80 1t seemed appropriate to speak to you on A

National Standard for Education.

I presume you are as deeply conoemed, as am I, with
Ameriean education, and as desirous that it be the best that can
be devised. There is overwhelming evidence that our children do
n&t receive a good, 8till less the best possible education. So
trLe question arises: "Why not?" There are many reasons and I
have spoken elsewhere at length about them.

We have a philosophy of education that simply does not work,
an educational estabnshment that has too many administrators and
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learchers who boss the teachers, and teachers whose educational
| professional qualifications are inadequate; these are
. a few of the causes of low academic achiev_ement. Underlying
| of them, accentuating and perpetuating. them, is our lack
a-national scholastic standard. This renders our schools
thly susceptible to the strong pressure toward mediocrity
1t is present in any system of mass education. .It also
es reform difficult and, if accomplished at all, likely
come about in a piecemeal fashion that will increase the
eady very great geographic inequelities that characterize
rican education. -

It i1s to this defect and the urgent need to remedy it
t I would like to address my remarks. .

American schools and dipiomas have always been qualitatively
the most amazing diversity. This was probably unavoidable
earlier times when Americans were still engaged in subdulng
ilderness. Different parts of the country were than at
ferent stages of development. And, of course, education
lects the state of culture. High culture comes when the
erial necessities of life have been provided rér. Education
bound to be better in the long-settled commmnities along
Atlantic seaboard tha.n. in pioneer country.

Today t_?chno]_.oy ‘has brought culture to the remotest fm.

hild's educational peeds are now the same whether he goes
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to school in Florida or California, in Wisconsin or Cormnecticut.
Every American 'youngster must have knowledge of 'the-basic
subjects: of language, mathematics and science,'.of government ,
geqyaphy and history--all up to the highest level he is
capable of a?hieving. Every child has the same need for development
of his intellectual capacities so he will be able to reason
logically and understand the complex world in which he lives
and the public issues on which as a democratic citizen he 1s
callgd to_ express independent a.wd _ratior.xal opinions. All our
chil&-ren need a good b;.sic education to qualify them for the
kind of Jobs a highly technical society provides. Less and
less will there be rewarding work in this country for the
uneducated, no matter where they may live. '

Is not the need for this knowledge and this skill the
very reason why we have a public school system? We support
‘1t with owr taxes because parents have neither the time nor--
with rare exbepﬁion--the competence to develop their cbi_.ldren's
_menta capacities and guide them to intellectual maturity.
As I have often stressed, schools that have our children 1n
thelr éar'e for but one sixth of their waking hours--no more
than the average child spends sitting before the TV screen--
such schools cannot perform this task properly if they dissipate
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their energies on matters that can be done elsewhere.
Education directed to the mind cannot be obtained

anywhere else except in schools, colleges and
universities. These must therefore be Judged by the
competence with which they perform this all-important
task.

I readily admit that as places for fun and
games American educational institutions are unsurpassed
in the world. But what econcerns me is their performance
in the intellectual field; whet I call the school's
“"technical" task. It is just here that American
education fails to live up to the needs of our soclety.
It 1s here that there is too much scholastic inequality
within our country. It is here that our competitive
position vis-a-vis other adva.nceﬁ countries is
unsatisfactory.

How 18 this possidle when we pour 8o much money
into education; when we offer it so generously to so
many of our children? For over a century we have been
committed to the ideal that no American child should be
denied an education because his parents were too poor
to pay school fees. \ie set ourselves this ideal ea.fly
in our history, when we had no illusions of superiority;
when we knew we were educationally backward. In many



326

Continental countries free univarsai and compulsory elementary education
had long since been established. We d1d not attain even this until Jjust
after World War I, two.hundredyeara later than parts of Europe.. But we
were not content with merely catching up, we wanted to go Mope one better.
‘We wented secondary and even college education to ﬁe tuition free so our
children should meet no financial bar in their climb to the very top of

the educztional 1addér. This is what we then meant by “democratic"
education, and that is what it really 1s.

Alas, our splendid ideal has foundered on the shoals of educational
misconcepiions about "democraéy“ and "education." Adherents of the
progressivé theory of education, in particular, have confounded "ability to
pay" with "ability to learn," as when one eminent educator declared that we
were unalterably committed to undirrerentq.ated, comprehensive coﬁmon
schooling which, said he, "will unite in one cultural pattern the future
carpenter, r!a.'ctoxvy worker, bishop, lawyer, doctor, salesnax_iager, professor
and garage mechanic." Indeed you can keep children of widely varying
mental capacities,- motivations and educational obJectives together in a

common core propam, but this is not education.

- Ac chlld's--or his parent's--inabnity to pay for schooling 1s a
removable bar to education; the child's inability to learn is an irremovable

bar. Many a poor child is gifted, many a righ child is atupid; either
cﬁlld-may be industrious or'lazy. It 1s the giftedness or stupidity, the
1ndustriousness or laziness that ought alone to determine the ed\;cational
levels & child may attain. When you eliminate "ability to pay” you get
educational dcmoorioy; when you eliminate "ability to learn" you get

noneducation.
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In the past, when the "common school® of ‘America served s:.p:ple ‘rural
communities, we oould tolerate‘knp:.ng qhudren of varying aptitudes in
one schoolroom. The sch061 414 not extend beyond the.prima.ry years during
which the subJectB taﬁght were elementary. These elementary éubJect§ can
be mestered by ev'ery normal child, though at greatly differing rates of
speed. ' ’ )

In the small red schoolhouse a skilled teacher could manage things so
that the fast 1eamer.prosressed fast, the slow learner pngressed slowly,
without seriously interfering with one another. But as soon &s you move
beyond the elementary level, ditferenceg in aptitude create a- situation
where what the bright can and should study becomes incomprehensible to the
average student. Each s'ea.r the gap widens between children with varying
intellectusl capacities. '

Between the two extremes of i.ntelligenoe in a repz;esenté.tive group of '
children, t’he gap in mentel age will be almost 6.5 years in the sixth
grade; even if the top and bottom two percent of the intelligence range 1is
eliminated, the gap will still be -over three years. Worse still, the gap
in achievement levels 18 even greater; by age eleven children 1p may be
eight years.

IR Plea.sam:ly democratic as comprehenuve schooling may Beém, when
continued into seoondary eduoation 1t does justice neither to’ the fast nor
to the slow learner. Nor is there anything "democratic" about automatic
promotion and .tmmérited diplomas.. If & ohild 1s promoted .. '
before he has mastered a prescribed. grade o:ourse, he will only geem to
nove up the educational ladder. In rn.l;'cy he will ‘be standing still on
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“the same rung, but this 1s camouflaged by educational labels that are as
false as when sugar syrup is marked "honey" on the glass jar. When diplomas
are awarded for mere attendance, they soon lose all value.

A child who obtains a high school diploma when he cannot yet read and
write with ease and dexterity, has not really received a secondary education.
True, h\o has been kept at school more years and his school has & different
name b;xt he has not mastered more than an elementary program. He hasn't
even mauf.ered that well. As for the high school diploma he carries away,
this has necessarily shrunk in value so that in many cases 1t represents
no more today than &m grammar school graduation half a century ago.

Even as we have made "higher" education available to more children by
eliminating fees, so have we taken away with one hand what we have given’
with the other. By not requiring so-called "higher" e&ucation and its
diplomas to meet a fixed national standard, we have brought them down to
what Dr. Robert B. Davis of Syracuse University so aptly terms "ereeping
lowest denominatorism.” In the absence of a standard, our diplomas and
degrees have inevitably suffered the fate of paper money that 1s not backed
by gold bullion. As indicators of a student's educational accomplishment,
the degrees "aren't worth a Continent}l." You have to look up the
institution that issued them and the course for which they were granted in
order to evaluate their academic worth.

In this they are as different as can be from diplomas and degrees
abroad which must conform to a national standard, and this whether they are
issued in countries with a centralized or with a decentraligzed system of
education. The irony is that our educational ideal has been adopted abroad
where it is now f:cing rapihy realized and realized better than here. For
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there scholastic standards have been retained. Tne "higher" education now

attainable by children in Europe, either at no cost, or o;x schola.rship,-'or
for very small fees, 13 as good or as "high"--academically speaking--as 1%
ever was. This imporiant point is always overlooked when quantitative
comparisons are made between American and Buropean education. We go oy
labels and we do not inguire what the labels stand for.

Naturally we have morel children with college degrees, since we hand
these out for intellectual work that nowhere else in the world is held to
e of "'academj_.c standargd." Wt other co.u.ntry grants master degrees for
craller park ménasement, bachelor degrees for domestic sclence, or doctorates
for thesis work on "Field Hockey in American Education with Special Bmphasia
n the Colleges of the Northwestern ﬁnited Sbate_s?“ It is as ;f we had
lecided to print enough money to g.ve every c.hild a million déllars uppn
;raduation from high school and then- declared proudly that we had become a
ation of milllionaires! '

Apologists often argue that in as populous a nation as ours you cannot
1ave a national scholastic standard. But size has little to do with this,
here is greater equivalence in degrees among the advanced botmtries of the
‘ontinent than exists within our _cogmtry, yet they are politically divided -
nd we are not. Taken together they are as heterogeneocus and as populous '
s we. However, no country abroad wants to. fall behihd,' 80 each informs
,tselti“on v_mat gqes on’ gducational,ly in neighdoring cO\lmtries and makes
ertain its na_ﬁtioﬂal atan'dardvis i.\p:to par. I .shouid like to see a simil_ar
hing happen among the several states of the American Union. This kind or"
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competition 1s altogether good, and the beauty is that it does not cost more
to have E‘M education than mediocre life-adjustment training. The latter,
in fact, requires more expensive equipment. For the money ve spend on sone
of- our educébional palaces with their swimming pools, model kitchens,
\vorkshops, athletic fields, etec., we could get first-rate teachers and put
them to work mAsimple pﬁilunéa, and you w:;uld be surprised at the resuits.

As a practii:al man 'I_Judsq educational enterprises by their products.
Thousands of these products pass through my hands and those of my leading
scientists and engineers when we interview young people who apply for
positions -as de_aigier_s' and build_érs of nuclear reactofs, or as officers and
men to ope‘rate.our nuclear shipé. I find the percentage so q_ual:l.fied to
pe depldrably small. Even the bést have lacunae in their education that
you would not find abroad among persons of comparable intellectual stature.
We run schools for reactor technology where we have to teach many basic
subjects uh;.ch in other advanced nations already have been taught at
school . '

A new engineering project, such as development of nuclear power, is a
good touchstone for a modern educational system. It calls for mental
o_ualities' thet are in wide demand in all parts of & highly developed
industrial soclety. Flexibilit-y and tougmeés of mind, in particular; the
ability to emancipate oneself from routine, and to ploneer new ideas ; the
capaéity to think “professionally,” as I ca:il i1t, that is to view problems
in a scie‘ntific spirit that disregards personal predileotions. This latter
quality has become scarce .since the schools went over to 11fe-a.djustment
training, with its emphasis on conforming to one's peex- group. We badly
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need people who in their fields of speclal competence(wnl stick to
principle; -people who will not compromise technical or professional
judgment in order to "get along" with administrative superiors or to gain
pﬁpula.ri’ty. . _ _

To sum up: the over-all level of general anﬁ speclalized education in
this country 1is far too low for our needs, both as mc_uviduals and as an
industrial democracy. .

Ve are plagued with serioua deticiencies in virtually every class of
occupation thet makes demands upon a person's general and specialized
education, vwhether it be at the level of the "learned" professional, the
semiprofessional, the skilled craftsman, or the technician. Despite our
enormous and costly educationel estabiishment, this country has more
functional 1111terates than most other industrially advance& nations. We
have more people who do not possess minimum lmowledge of the elements of
language, mathematics, history, and geography that are considered part of
elementary education in advanced Europe countries gnd which eveny normal
person there appears to sbsorb gt school. Recently, the Army published the
fact that 25 percent of draftees were u‘ngtialified to be modern soldiers--
25 percent of a cross section of young America! In most cases the )
deficlencies were mental. In Switzerland, where every male does mnita.x"y
service, the rejection rate is about seven percent. Swiss standards for
draf.teeg are certainly no more lenient than U.S. Army standards. I refuse
to accex;t; this appalling difference 'potween rejection rates of seven
percent and 25 percent as retlootins on the intelligence and educability of
Americm. youth. I blame Amerioan sohools for this, -

92-529 0 - 82 - 22
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Compared to other advanced countries, American education is extremely
inefficient. It wastes an inordinate amount of ch and éosts the taxpayer
tremendous sums of hOnay.' For lack of an accepted standard, there is poor
articulation between one grade and the next, between one school and the
m?xt]; higher. Repetition is inevitable when promotion 1s automatic.
Teact)hers cannot at the start of the school year count on children in the
new |class having cempleted a présoribed course of study in the preceding
gr..de. And so our achools- cannot have the orderly sequence of carefully
planned cuz-ricula that makes mropean education so erficient, vhere each
year builds on what has been lea.n_:ed before and there is no _needless
rehashing of the same subjects nor 'any gap in knowledge that might hinder -
orderly and rapid educational progress. ) .

We have a fantastic stretch-out in education. It takes average
American ohildren 12 years to reach achievement levels their counterparts
coon the COntinent .attain in a little over eight. The American bachelor
d(_ep!ee comes at the end of ‘16 years of schooling, the coxitinental degroe
at tlhe end of 12 to 13. At that, Continental holders of the Saccale.ureat
a.re better educated than the majority of American oollege graduates.

The slow pace of American. _education harms all owr children. The less
able ‘get discouraged and drop out before they have even ascquired what
abroad would be considered an elmntary edueation. As late as 1958 a
quc.rter of our youth quit school at the end of the tenth grade or earlier,
and ten percent guit at-the end of the fifth grade. .Omly half owr childreu
obta:!.ned & high sohool diploma, A decade oaruu' the situation was worse.
Well ‘over half dropped out with less than ten <a.ra schooling; ong custton
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with no more than five years; and cnly & third completed high school.
Taose who did not stay on through high school received less basic schooling
than has long becn required of all Continental ohildren, whose attendance
during the compu.laory period is mtually 100 percent. In consequence. we
still have eigﬁt million “nmctiéu'al illiterates” while parts of Europe
have been mll&.uterate for a oﬁtury. in some cases for a century and a
Educational inefficlency wastes the bdbest lea.ming years of our t.;len..ed
youth and omtributes nishbny tqQ. shortagea of "professionals, men and
women with fine minda and high educational qualifications without whom ro
modern nation can function properly. As you all know, we have a chronic
teacher shortage we seem unable to ‘overcome. It is aggravated by the
educational s'treteia-ou.t for, ainée 1% -takes American schools longer than
necessary to attain a given scholastic’ 1evel, we need proportionately more
teachers. We have a serious shortage in medical personnel. Currently, ve
are trying to lure nurses from- Canada We' mport almost & quarter of our
physiciana rrcn all parts of ene wor].d sinoce each year we _graduate only
three .quarters of the number we require. Despite all our efforts to
ericourage more ycmg:pe'ople to enter engineering, ow detic:t' grows year by
year. We need 72,000 new engineers annually but graduste cnly 45,000. .The
Russians graduate three times that many and their engineers are competent.
Forméx- Secretuv lubiooft warned that we \'ore. ocaming dangercusly close to
a point where tlu balanoo of lmu.n povc' in this 1mportant mcnay tip - .

decisively agnnst us. . . .
Observe how thn otrotch-ouc cmtrzbutes to. our dootu- ohortage.
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Because of 1t Americans must pﬁt in three or four extra years b_efore they
gz.-aduate medical school. Mind you, these are not years added to their
groreés;on,g; eduéa.tion; fhey will not make them dbetter doctors. These
years are the result of educational inefficiency, pure and simple. They
are required because it takes that much longer to reach the bachelor degree
in this country. You can figure for yourselves how much these needless
years add to the expense of becoming a physician. Since ‘in this country
80 percent of the cost of a medical education must be borne by the student,
the school stretch-out w111 inexorably bring us to a point where only A
children of f;he rich Ban afford to become physicia.\;xs!_ Even today families
with mco;nes under $5;000'supp1y only 14 percent of our medical students,
yet these families make up 50 percent of the population. As a result, the
number of applicénts to our medical schools is currently dedreasing, yet
with a eoér_ms population we need more doctors. '

The aame shortages plague us 1n skilled labor. We have too few
skilled and too many unskilled workers; exactly the reverse of the situation
that exists 1_n Europe where many countries are scouting as far as the Near
East to find unskilled laborers. Switzerland has to mport virtually all
she needs in this category~--she produces almost no unskilled. workers
hér.'self. England's working force is 50 percent skilled, 12 percent
semiskiiled. Russia has a tremendous tra;ning program rorl technicians. Her
techx;icuma annually graduate 250,000 engineering tecimioiansA alone; we
graduate 16,000, .

Educational inefficlency hurts our children and it hurts the nation.

It also maekes ours the most expensive school system in the world. We spend
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more money to carry a child to a given level of scholarship than any other
country. This is a serious matter, given our very rapid population growth--
almost three times more rapid than in most European coumtries. In the last
ten years state taxes have doublod; I_believe, with education accounting
for most of the increase. Can we jJust go on that way? According to the
1960 U, S. Statistical Abstract, the average cost per pupil in 1900 was
$16.67; 1in 1956 1t was $294.22; it has risen much higher since then. Some
states now invest over $500 per pupil each year. BEven making allowance for
the shrunken value of the dolla.r' the educationsl results are hardly
commensurate with this enormous increase in cost.

There is a limit in free societies, no matter how relatively affluent
they are, peyond which people cannot be made to sacrifice, especially when
those who proportlonately pay most quite often get the smallest  personal
benefit. Some school gistricta are approaching the point where no more -
téxes can be wrung from the populace. It 1s becoming increasingly evident
to thinking Amr1§ms that the problem of oricoming enrollment increases
cax_m_ot be met merely by raising school taxes ad infinitum; we must also
make 8 major effort to obtain a greater yield in genuine education for
our tax dollars. .

’ What then is to be done to improve American education? Well,

local communities and state governments hive the power to increase

the amount of classroom instruction per school year. We have the
shortest school day and school year among leading nations. They

have the power to eliminate from school curricula everything that

can be learned elsewhere. We are the only Weatern naf,ioﬁ where precious
school hours are wasted teaching children how to make fudge,
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t.w1r1 batons, drive cars, budget income, handle the telephone, cateh fish,
and becon;e "1ikable, lovable aqd datable."' They could improve teacher
qualifications, ﬁringing .them up to the level existing abroad, and they -
could then pgt thé educational enterprise under the supervision of our
best teacheés, giving them the necessary clerical and administrative
assistance. Abroad vwhere teaching is an honored protession, no one would
dream of putting no-xteaqher administrators in charge of schools. Ve are
the only country Awhere teachers are bossed by educational gdministra.tors»
who often ,az; nc;t_ can lay ne claim to scholarship, superior intelligence or
higher‘ _educatlon, and wha niay not have had _experience.in classroom teachirng.
Ex-athlhet.io 'cga_'ohes are often made school principals,' inoredible as this
may seem. . '

These suggested steps indiocate the direction in which we must move.
A few cmities alert to the problem have begun to act,but progress is
still extrer!neiy spotty. Of course, it is encouraging that CALTECH now
gets highly qualified students but its freshman class munbers only 182,
The raiai.ns"ot admissions standards in the Ivy League oolleges has had a
most salutary errect on bright high school students vmo all of a sudden

realize that a good education requires exertion. But the Ivy League
colleges enroll fewer than one ‘percent of all our college rreshinen._ One .
can easily be fooled by enthuuutiu press reports about this or that
mnovat!.on which supposedly will. at one stroke x'aise education sky high
"From kindergarten to college in five years" the advertisement for

one mechanical‘gadget promises.. I do not think owr dc-ep-seated educational
deficlencies can be overacme that easily; on the contrary, quite
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extraordinary effort cn the part of the public, of parents and of publio
officials will be needed. : A . . At
Specifically, I am ooﬂvi:nced we cannot puf through a really effective
reform program unless we set up a national so_holutic standard--a
permissive standard, of course-but nevertheless potentially a great
mtluech for good. Many ocountries havg, at one t;.me or ano't';ﬂer, discovered
their educational a&etem to be unsatisfaotory. I ‘know Br n'one‘ that has
been able to carry oﬁt spée&y reform without making use of some such
standard. Indeed ¥e are the only advanced nation without a national
scholastic standard. : ) . :

- Now:the word "standard" has many connotations. I uae. it in the sense
that comes first to mind: 8 epecific rﬁuiremdnt or level of excellencé .'
deemed worthy of esteem or reward, Not a _i_aﬁ, venforceable. in the
courts;:falling below standard does not ‘put oné in jail. Nor a conventional
rule impssed bi' soclety; failure to meet the st’engg’rd does .not get one -
socially ostracized. No one has to live up to the standard. It is simply
an opticnal griterion for-determining the valus of an act or accomplishment.
For thou who accept the standard it bedomes the yardsti.ck by vmich the -
worth of ;ﬁ:;:;sm or acoomplishments is determined. ,

I do not share the pride our oduoationists take in the fact that we

are the: only leading nation with s lchoal system that does not challenge_
its ehildren to meet a national noholutic standard 1n order to receive
academic rewarda. Ido not agree \ﬁ.th them that children must not be
"judged;": that each child has a' right to "equal:education and équal
statuu.; " hence that, &s one superintendent of schools put it, "straight
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thinking and democratically minded school administrators” will hand out the
same diploma, "regardless of the variation of high school courses and the
range of scholastic achievement that are presented by the graduates as
evidence of accomplishment. I think thie educabor misz-eads the whole
purpose of q,cadqic certificates when he notes with approval that: “No

Alonger does the diploma in its wordins discriminate among t:he graduates,

as was once the case when it carried the name of the course in which

the student went through school, ‘consequently implying that the
accomplishments of the yox'ath'vmo did not take the highly academic lane

were less worthy.". . v A : :

Nox.do I share educationiat concern that children who do not measure
up to aistandard will suffer pain and lose fa.ce.z I suggest :wé_ set up a’
standard for dirrc;.re,_nt 1ev-e?.s of apt;itude, but in each case representing
not the “average" a.cc-:ompli'.‘shmenf but the "highést" level children of this’
ability.can witéh effort achieve. - I P
Al o_i’ life 12 a series. of ‘tests. Young people will be betier able

te t:akefhese tests in their strlde 1f ‘et an early age they begin to learn
that everything worthwhile requires great effort but that the satisfaction -
derived from attaining a standard ma.kes effort worthwhile. Given the wide
differences of aptitude with which We are born and which we do not know

how to alter, is it not good for youns children t'o discover that some

- goals are beyond thelr eapacities, that they cannot win all the tests? It
is better to know one's limitations, aa well as one's capacities, tha.n to

- live in delusion which life sooner or later will rudely shatter.

Every Ameriocan wants the boﬁt for the ehii;ren of our country. In
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education the best we can give them 18 the chiance to stretch their minds
and reach the highest goal their intellect can encompass. "Democracy, "
wrote the late Dorothy Thompson, "is not to be conceived of as an invitation
to share a common medioerity, but a system that dllows each to express
and 1ive up to the special excellence that 1s in him."
Last ‘Ma.y, in testimony on English education before the iiouse
Appropriations Committee, Chairman Clarence Cannon asked' me by what means
I thought Congress might help to speed educational progress. I suggested
that-a National Stanmds"cm;tcee be oreated, This would be a small
Committee composed of mén of national stature and éﬁinence--’-trustworthy,
intelligent, scholarly and devoted to the ideal of an American.education
second to none., The Commitiee would have thc tasks:
The first would be purely Momt:onal it would act as an educational

watchtower announcing danger when 1t saw it approaching The members
would keép under continuoua somtirw, and periodica}ny report on the
state of:American education. Does it meet the needs of our times? Is it
competitive with education in countries :at simivLar' levels of culture and
technology with whom we compete ecox}omically, politicany,. or militarily?
How do American.children compare in academic Jnowledge with children in
Europe or Ruasia, sa'y"at. age 12, or.15, :or 18; .taking, of course, into .
consideration different ability lé;lels? ;

~ 'ma Committee's seconn task would be to formulate a national scholastic
standard on the basis of 11:5 rindings & standard ‘which would make us
internationally competitiye and would algo respond to our specific domestic
needs. The Committee would do this by means or,emix‘mbtioﬂs set at
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difleérent abllity levels. No one would have to take them,but those who
passed would receive national accreditation. The Committee would in no
wa& interfere with established institutions now granting diplomas or
degrees, It would simbly set up a higher stgndard, offer it to anyone
who wished to meet it, and certify those who had successfully done so,
Neither the Committee's informational nor- its standard ‘setting

function would represent a radical departure from estabiished practice.
Many federal agencies collect and distrihute information. We need a
disinterested agem}y to tell us the unvarnished truth about the true state'
of American education. The Committee would help px;event complacency and
illusions of superiority and thus save us from: the kind of painful shocks
‘that Spugnik and other evidence of Russian scientific proticié_ncy have °
given us in the past few years. There 1s precedent, too, for the
Committep's setting of permissive national standards. We have something -
very like it 'in’ the 1961 amendment ta the 1956 Water Pollution Act. 3

' This amendment authorizes the .federal government--1f 30 requestesd by

& state--to pesearch and develop new methods of pollution ‘control and to

award grants-in-aid to localities and states. wishing to use these
federally established methods. In principle, you have here a national
standard; very much- 1ike the scholast_;io standard of the proposed Cormittee,
in that: it 1s not 1lmposed but meréiy offered ag a service 'on a take it or
leave 1t basis. N i "

Water pollutlon ax.xd mediogre edu;:ation-hgve thisn_ m--cqmph:_ :
" they are problems that cannot be -golved by-local -and satate

authorities 2lone bit require some assistance from.the. federal

government. . Population growth threatens us with a severe water shortage
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.unless we devise befter means to-preserve the quality of our water resources
30 that they may be used over and over again. Pollution abatement has
therefore become a national problem and we accept a new kind of federal
aid. I belleve improvement of the quality orA American education 1s at
least as pressing as the need for an assured supply of clean water.
"Educatiqh," say the Ford _Foundatibn report for 1959, “35 now the
indispensable medium for survivai and progresa.” Education is so basic to
the quality of our national life that by steering it in the right direction
we can change America's future; we can make it gecure. To steer it.right, ’
I belieys we need a new kind of federal aid--the kind of aid that the
proposed .:National Standards Committee wowld offer. {

I hope I may qonvinc‘e you that it would be: entirely proper and
extremely useful for us to have such an a_,géncy.,. Let me make;ié erystal
clear that nothing in nw-p,rroposal would violate;the constitutional
separation of piower'between‘fe'dera.l and state .gove”z:?ments, nor go counter
to our tradition of control of schools by the local comunity. I envisage
the rendering. of a service, nof. regulation in any way, shape or manner.

The proposed Committee would not usurp the functions of any existing
institution. . FEI T . I " -

Its - Job would be to draw up nationai examinations going deeply into a
candidate's true Ynowledge and mtelleotnal calq.ber--not IBM graded

'multiple choice tests. I .suggested to the Appropriations Committee that we
‘might well model them on the English’ natioml examinations’ \mioh come at
‘three lévels and which offer many subjeoS tests. Students choose the
number of subjects and the level at which they wish to be examined. This
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I

1? marked on their certificate moh will list their so-called “passes.”
, Our Committee might provide one set examinations at the }evel
appropriate for & high school graduate who aspires to enter a first-rate
college; enother set of examinations at the level of students who may
wish to prepare for a semiprofessional or technician'’s jodb ngt requiring a
dachelor degree but still requiring a geod high schoo_l e‘duca'tion. Still
another for graduates of various ty:;es of colleges, especially those

bound for thé teaching proreséion. I stress again that no one wculd

need to take these examinations; but those who did pass them succeszlully

wauld obtain national certification; perhaps the notation N. S.--National
Sc!:wIaxf,m-stamped on theirwegﬁl_a.r diplomas 61' degrees. The scal would
clearly indicate what the holder had gchiéved. H The_re are many. occasions
when admissions officers ¢f higher educational .msfituﬁ'i.ons or prospective
exployerg have a valld reason for wanting to know what an applicant's
scholastic quaiificat:.ons a'ctbally are. :. mnk.'ho”-puch time and money -
would be :saved .if the diploma were olearly 'to Lndicate this! Everywhere
abzroad it 18 ‘taken for granted that academic degrees conform to a specific
standard--g standard known to everyone. : Setting the standard 1s not

regarded as government murqgioi'x or tyranny but as a welcome éervice to
st\l‘adents, their parents and':the'taquayms who pay for public education.
Everyone benefits when bhero.u a standard, At one stroke it does
avay witix misleading ed_uca.tional lp.be;u 80 that. any layman has thé means
to Jjudge Whether a schoolébzf oonege“u doing 2¢s Job properly. By
offering the reward of a certified diploma to our children many who now

dr.'.l.ft through school would be encouraged:to aspire to higher academic
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goals. You can't expect children to study hard subjects such as mathematics,
science and languages when next door others are effortlesaly accumulating
equal credits by easy life-adjustment courses in "Pamily Life.” It
surely fan't "undemocratic” to reward those who exert themselves with a
2iplome that takes note of their accomplishments.: This i3 what ceg-tification
by a National Standards Committee would do. ’

There 18 no question in my mind that a large sector' of the American
peopie wants better eduoation. Public interest has grown trémenc‘.ously.
In the recent primaries for électit.:n of & superin;mdene of the Los:
Angeles Schools there was: almost as great a voter t;zrnout asi in the
primeries for governor of-California. 'me news media now give much more
space to:eduéatiox;al matters than was the caseibut a few years ago.
Every time I speak or write on e,ducaﬁiom I receive a -tremendous number
of letters. . " , :

What stril‘ces me in the.se. letters is the sensg.of individual
nielplessness they reflect. Individually, my correspondents have ;ons
novm that education mustrbe d.raatic;llm reroméd but they don't know
oW to induce government o act. The very - size of our nation alienates
sovernment from the individual and accounts for much of the 'apﬁthy for
which the people arei'frequently‘oagt;gstéd. " Yet so often they can find
no one in govermment to S“ppiy th; leadarship that 1s needed to carry
out thei:i wishes. mpqcially when thia wequires tackling, op'the local
_and on.tbe national level, so poverful a lobby as our educational
festabnament. People like myself cen Gry to bring the truth to the public
}so that it w be able to.reach a éonunsun--az‘xl this I believe has now
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been accomplished. Enough people want school reform to warrant
government action. ,

I think thi'sl country has reached a stage where public
education calls for a partnership of local, state and federal
authorities, each having its particular service to offer. Any
determined reform effort--be it at the local or state level--
would in my opinion be greatly helped if we had a National
Standards Committee. The permissive character of the Committee's
activities would introduce into public education a needed element
of ‘choicé.’ It would leave untouched the status quo for those who
are content with 1t. At the same time it would provide facillties
for people who prefer to set themselves a scholastic standard well
above current achievement levels.

The Spanish philosopher Ortega y Gasget once wrote & book
around the thesis--to quote him--that "there is no doubt the most
radical division it 1s poseible to make of humanity is that which
splits it into qu classes of creatures: those who make great
demands on themselyes, piling up _ditticulues and duties; and those
who demand nothing special of thémulves, but for whom to live is
to be every moment what they already are."” I read this as a
youné man and it impressed me deeply. And all my life I have
unconsciously Judged people and institutions by whether or not
they set thomselves a standerd; whether they measure themselves
against a criterion that requires effort because they deem it
worthy of effort.
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Let us 1n education as in everything else heed Jefferson's
advice, to "dream of an aristocracy of achievement arising out of
a democracy of opportunity.”

Since my appearance here is under the auspices of the
Greater Grand Rapids Chamber of Commerce, and since your mission
18 the welfare of this commit;y‘, I would like to take a few more
minutes and relate what I have said to a major problem which I
believe faces you.

Let me give you the gist of an address by Dr. Lloyd Berkner
at the Franklin Institute in January of this year.

Ir. Berkner who is President of the Graduate Research Center
of Southwest in Dallas, Texas, brought out a fact that is not yet
widely understood: that today the greatest source of wealth for
ay nation, any community is educated bdbrain power.

In the past, wealth was. derivéd from the application of
labor to basic resources. But the science of today has crear-eci a
new source of wealth--innovations derived from science and
technology created by brain power. Brain power, then, becomes
the resource upon which owr nation, as well as Michigan and Grand
Rapids must depend for future oconom;c and social health.

‘ PFor example, a chicken factory can now produce 100,000 fowls
with three or four workers, and the same efficiency is expanding
to products of wheat and corn, to beef and pork. The number of
agricultural workers dropped 2.6 million, or 37 percent in the last

decade.



346

So in the 1960's our society finds itself plunged into a new
social environment to.which it must-suddenly readjust. This
readjustment requires.a far greater emphasis at the boundaries of
knowledge. No .longer. are labor, land or supply of raw materials
and water the central concerns in locating a ia.rge plant.
Instead, accessibility to brain power takes first place.

The creation of new industry, new products and devices, now
-arise ‘from the creative and imaginative insights of these
sclentific and technological leaders who have access to the very
1limits of knowledge. Without this top skill for innovation, men
of lesser skill will lose their opportunity. )

As Dr. Berkner showed, no training of numbers at the trade
school, high schoo} or college level, can in itself capture the
new technology. What we need is men on the Ph.D. level. For
each Ph.D. available to US, we can employ five to ten engineers,
and for each engineer, ten to 15 skilled workers. Indeed, in the
future, we may have to count 100 or more unemployed for each
Ph.D. we fail to educate.

______At the Governors' Conference at Minneapolis in March 1962,

Governor Andersen pointed out that the science oriented industry
derived from new technology had grown from less than two million
dollars annually in 1950 to 770 million dollars annually in 1951,
.to become one of Minnesota's principal sources of :endeavor. This is
graphic demonstration of the power of the new technology. In a mere
11 years, intellectual leadership had created employment for

nearly 100,000 Minnesotans, representing the welfare of nearly a
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117 million persons. But even with this remarkable performance,
Llnnedota 18 producing only one fourth of the highly trained leaders
seded to develop her requisite industrial base,

What 1s the‘relevanoe of all this to you? I find the following
tatistios on public schools for 1961:

Michigan stood 12 among the states in the number of hlgl

school graduates as a percentage of their eighth grade

enrollment; 21 in the percentage of Selective Service

Registrants falling the mental test; 45 among the states

in the percentage of elementary school classroom teachers

with lesa than standard certificates; and 17 in the

percentage of secondary sochool teachers with less than

standard certificates,

I know 1t 1s difficult to compare educational excellence among
ates and that the statistics I have cited are not conclusive. Yet
ey do indicate there 15 room for improvement in Michigah's public
hools,

Would not the simple expedient of a n§t10n31 standard help you
» find out exactly where you do stand? Would it not help you decide
ether-you are getting the results you shéuld for the largg'ﬂggg_
u are spending on education, and so point the way to necessary
medial measures?

For 1f the public schools fail in their purpose it will not be
ssible to devélop in adequate number the brain power and consequen£
novation on which you must depend for your major capital developmert
 the futurs--on the deveiopment which this community must depen:

r opportunity, employment and happiness.

/
92-529 0 - 82 - 23
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may 1¢3

THE TALENTED MIND--OPPORTUNITY AND OBLIGATION
H{ G. Rickover

Looking at the bright faces of the young men and
women whose scholastic achievements we honof today, the
thought uppermost in my mind i1s: how fortunate you
are! Fortunate in that God has blessed you with a
priceless gift; giving you the most lasting, the most
persistently satisfying, the most all-around useful of
natural eﬁdoﬂments--a really good mind. Will you
recognize the immense opportunity vouchsaved you
because of that gift? Will you take full advantage of
the wide éhoice it opens up for you in shaping your
lives? Are you aware that talent such as yours imposes
obligations; that you will not obtain the satisfaction
of fulfilling youfselves unless you meet these
obligations.

Children of wealthy parents are sald to be born
with a silver spoon in their mouth. I would say, you

Copyright 1963, H. G. Rickover
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have been-porn yith a2 platinum spoon. A good mind is
rarer than a full bank account. It offers more
oﬁportunities for a happy and successful life; it is
the most secure of all possessions; it cannot be taken
from you.

All the same, I sincerely hope you will not be
prideful of your intellectual endowments. tThey reflect
no particular‘credit on you; you wefe given them, as
other children are given different types of minds. You
Just happen to have been lucky in 1ife's lottery.

Like all natural assets, intelligence is a
potential, not an actual treasure. By itself it does
not automatically guarantee success in life. It is
potentially your greatest personal asset; but luck
plays a part in whether your innate endowment can come *
to full fruition.

A good mind may be compared to a vein of precious
metal embedded in rock. If it is to be of value, it .
must first be recognized, then laboriouslﬁ brought
forth and carefully ﬁorked over. Do you suppose

Einstein would have achieved the scientific formula
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that changed our concept of the universe if, 1pstead of
being the child of Europeanp, growing up in a
sclentifically advanced soﬁiety that spots genius early
and cultivhtes it assiduously, he had been born among
Australian aboriginesg?

Geography has much to do with the development of
humah talent. This 1s why I feel so strongly that we
should have a national scholastic standar& in our
country--a permissive one of course, given our form of
government--so that local commmnities would have a
yardstick to measure their schools and hold them to
scholastic levg;s as high as those of schools in other
sectipns of the country. The mere existence of a
national standard in education would eliminate muc§
of the element of chance in the realization of the
intellectual endowments of America's children. We

have-far more geographic inequality-of-educational

opportunities than other advanced democracies.

Sufely, anything we can do to diminish the
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part luck_playé in developing the wealth of talent we possess 'ma.k_es.
practical sense; it also accords with our commltment to equality of
opport\_xnity. .
. What we cannot do; of course, i1s insure that every ’bright chivld:
is mot'ivat_‘ed to develop his mind. . This requires 'long'and eusi;ained
effort on his part. It is as true todaj as a hmdred years ago '
that, to quote Elizabeth Barrett Browning "nowledge by'éﬁrfering
entereth." We cannot spare our children the labor of becoming -
educated. No machine, no. ‘gimmick, can relieve them of the necessary - .
exertions. Often‘ we glibly assume that just as machines 'ca.n be
devis"ed to take on tne norld's hard physical labor and boring
routine chores, so can we shift the burden or learning--and of
teaching--to mechanical gadgets. It simply ca.nnot be done.
Motivation is partly a matter of native endowment, pa._rtly one
of education and environment. Ein"stein might— nof" ha've 'done a.nything
vorthwhile with his fine mind, it by temperament he had been lazy,
or timidly conrormist s or if a ba.d home 'backgrou.nd had led him into

delinquency. Paga.nini might not have become the supreme violinist
he was » 1f he had never seen a violin or never. received the
instruction or done the practicing required to develop his talent.
You are here today because 'you have taken the first step

toward developing your intellectual assets; you have given your
mind what 1t nost needs--~exercise in meetins diverse and difficult
ehallenges. That you made this choice instea.d of Jnst coa_ating
along in sehoo_l, having an easy time ot it, you s\u-eli owe in part
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to the advice, aid and suppbx;t; glven you by devoted 'adults;-parent;s,
teachers', perhaps someone who merely happened to be present at a
decisive nioment; and who influenced ycur decision to cfxoose a road
that may take you into the rea.].m of really advanced learning You
may take pride in that you have not buried your talent. I hope you
will also be duly grateful that all the chance elements t:hat opén
up a career in the realm of the mtellect have come out right :or
you. g .' '

So far you have gone only a little way on‘a long road. It is
steep and rock strewn; at times you may be tempted to abandon 1it.
There g’_e_ easler yva;ys of life and many of them offer higher material
rewa;x'ds. But if you cﬁoose them, you will, 1n che end, be left with
a sense of deep inner dissatisfaction. People a.t"eihappiest when
they fulfill themselves at the highest level within their reach. .I
urge that you let !ioth_ing deflect you from climbirig onward untii
you have realized your full potentialitles a.pd are ready to put
them to use for your own benefit, for your "community and for your .
country. )

A great advantage of pursuing a career in tlie learned
professions or in the higher reaches of the academic disciplines
is that success depends almost exclusively on what you as an
mdividual':a_ccompush. Eere i3 one area of life where‘merit really
counts for more than position, personal background a.hd connections,.
or the favor of powerful men. You are truly on your own. Moreover,

you need not harm others in order to succeed. There are many
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occupations where_ a man may have to decide between personal bgnent
and the public 5o§d; happily, you are most unlikely to be faced
with this choice. If you are good in your chosen career, what
benefits you will almost always benefit &our fellow man and your
country as well, . ) V

America 1s in gz'eat need of the serﬂces of its talented
youth, In governmént, in industry, in every major field 'of human
activity there is crying need fo-r highly educaf:e'd persons' wit;h
aﬁqv’e average m1nds--ail the way from trainéd technicians, t'hroujsh
the learned professions, to"highes.t level scholaré working at the
frontiers of knowledge. Such people are desper_a'.tely needed yet in
éhort supply; without them our cémplex soclety cannot function
properly. This is evident to anyone who gives the matter thought.

Not so evident to the general public is the role educated
brain power can_\ play in helping offset the loss of many of the
unique advantages we once possessed and on which the Founding
Fathers counted to insure the success of American democracy.

We started our life as an independent nation under the most '
favorable of circumstances. Among our bléésings were vast.resources
in unclaimed land and mineral wealth, scarcity of peopie, de facto
equality among nearly all citizens, geographic isolation from the
trouble spots of the world. When we had these advantages, we took
them for granted. We hardly noticed as one by one they disappeared.

o the Founding Fathers their importance for the success of democracy
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was evident. They never expected we should lose them in so short a
time. )

Jefferson, for instance, believed there would be free iand for
many generations to come, a.ljld ﬁe would remain & country of
independent farmers, artisans and merchants. Beholden to no master,
Americans would know how to exercise the dutles of democratic
citizenship; possessing property themselves, they Jw;mld Imow ﬁow to
manage public a{fairs with sober skill. Political equality would
be assured by avallability of free land, since this would equalize
ﬁealth. The Founding Fathers counted on geographic distance to
' keep us out of Europe's wars and safe from foreign invasion.

Today, 2las, nine out of ten Americans work for others; seven
out of ten live in crowded cities or suburbs; we have a greater @p
in wealth than many other Western nations. Saddest of all, the
sense of personal worth and dignity has become difficult to retain.
Ea;vlier' Americans possessed this to an extraordinary degree,
because they lcngw they were needed; many present-day Americans face
the constant threat of being replaced by machines,

The nation, too, has lost something of its former sense of
security; the oceans that once guarded us have now tuméd into
avenues of attack. 'I‘échn'ology has destroyed our political '
isolation and thé independence of action it gave. Our profligacy
has hastened the end of economic self-sufficiency. As recently as
50 jeap‘g ago we still had a surplus of raw materials; we t!;en

exported 15 percent of our productioxi'. Today we must import ten
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ercent of the raw materials we need. The turning point occurred
t mid-century when we began to become dependent on world margets.
From a soaroely'populated, fabulously resources-rich country
85 years ago we have changed to a densely populated, resources- '
oor country today. We are, of course, not as poor 1n resources ‘
or as heavily populated as most of the 1ndustr1&l powers of the
orld. We are still rich compared to such countries as Britain or
taly. In fact, with but ten percent of the population of the free
orld and eight percent of its land area, we consume close to half
he free world's volume of materlals. These figures are frequent}y
sed to show we. have the highest standard of living in the wor}d.
hat is more signiricant is that they also indicate our increasing
ependence on.foreign countries for vitally needed minerals and

uels. (At _present, we are trulx 1nde2endent onlx 1n two metals.

olybdenum and magnesium When measured against our wealth of but

few short years ago, we are therefore poor, and poorer still when
casured against owr future needs.

The,snrinking of the once broad materials dbase of our industrial
lvilization makes us, for the first time, dependent on roreign
untries for materials basic to our fechnical organization. So
r we have had no difficulty buying what we need abroad. We may,
1deed, never haue to face the disaster which‘threatened Europe's
onomic life when some years ago the flow of Middle East oil was cut
'f for political reasons. But it would not be wise to count on

1is.
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Dependence on imports of muppensab]:e raw materials compels
us to compete in world markets, since we must:pay for imports with ]
money earned by exports. This diminishes"mn' economic i.ndependence'.
Industria.l practices thaf suit us, b‘l.;t raise the cost of American
goods above those of oi‘;her ﬁi@ly advanced countries, may have to
be altered. Ca;n we forever afford a wagé and salary scale greatly
highe'r than that of Europe? Now that the COmm'og Market has become
a flourishing reality, ‘the advantage ié once possessed of havingr
the largést domestic consumer market--which made mass production
possi le here v)hile most ‘of our compétitors'had too small a marléet
to do likewlse--this advantage 1s goixe. For the first time we must
nbn-y aboutl a drain on our gold reserves.

Let me show you how the loss -of some of these once uniquely
Amei;iéan advantages - can be offset through the efforts of men of
high ;ntellect and rigorous education. Take om- dependence on raw
materg.al imports. '

- lBra.in power applied to this problem can devise ways of
extrdi:ting at reasonable cost the considerable store of low sradg )
minerals and fuels still remaininé to us, but which we are not
utilizing becau_se. of high cost in time and labor--thus éac’onite and
shale oil may in time make 'up for the threatened deficit in high
grade ores and oil.

Brain power may discover ways »or replacing:scarce nmaterials
with ﬂlentim materials heretofore unusable, as aluminum is now
r_epla%ing copper. Trained minds may be' able to relieve shortages
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of natural minerals and fuels by creating substitutes, as piastics
and synthetic rubber have x;eauced our dependence on 1mported tin
and na.tural rubber, or as atomic power may replace coal and oil,
smilarly, synthetic yroducts made from renewable resources may
serve a_.s substitutes for irreplaceable materials.

Probably we need brain power most to teaeﬁ us the folly of
needlessly wasting the inheritance of our posterity. Using.
nonrenewable materials is like using capital instead of living on .
earnings or interest. No matter how slowly capital is depleted,
the day must come when nothing will be left. For eimeet two
centuries we have been wasteful because we rooliellxly_.i_.m_ngined our
natural resources to be inexhaustible.

It vill take wise and intelligent guidance to change our ways.
Eventually we may 1ea.x-n to deny ourselves today'e pleasures for the
sake of leaving enough for our children 8o they too may enjoy the
blessings of eivilized living. We may even learn to deny ourselves
sucl; agreeable luxurles as large, chrome-trimed cars, powered by
high-octane gas which diseha.rges thousands or tons of scarce and
1rreplaceab1e lead into the air. Changes in national outlook such
as these can only be pioneered by people whose minds can grasp the
ucientific problems involved, and who can make the average citizen
understand them.

- A trulsm needing no elaboration is that as a society becomes
technologicellj noz;e eomple:x', it needs proporfionately me’;’e. ‘as iall_
as qualitatively better, trained professionals. Thus, vﬁile the

L.
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population of the United States doubled in the last 50 years, the
number o't professional men and women gg_ drupled. We have today ,
five times more engineers and ten times more séienéiats than half a
century ago, yet there are still not enough. To increase our .
naéional product by a given percentage annually we must increase
our scientiflc and engineering nrsmel .almost: twlce as fast.
Every step forward in technological progress mé.kes the nation more
dependent on trained brain power.

Or take the soul-destroying problem of chronic unemployment
that hangs over many people whose endowments are average or below;
who therefore, in many cases, can be replaced by machines. You are
,rortum.te in that the kind of thinld.ns you are capable or, hence the
kind of contribution you are able to make, cannot be duplicated by
a mechanical robot. You are, moreover, able to allevlate
technological unemployment by creating new industries, and hence
new jobs. Let me give you the gist of an address by Dr. Lloyd
Berkner, President of the Graduate Research Center of the Southwest
in Dallas, Texas, which q.s most 1lluminating on this point. The
speech--called, THE TECHNOLOGICAL REVOLUTION OF TODAY: ITS IMPACT
ON SOCIE‘I‘:!--_wgs g:l.ven' last January at the Franklin Institute.

Dr. Berkner brings out the immensely important fact that today
the greatest source of wealth of any nation is educated brain power.
In the past, wealth was derived from the application of labor to

basic resources. But the science of today has created a new source
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of wealth--innovations derived from sciex::ce',‘ and new technologles
created by brain power.

) Giveh our explosive population growth and the strong and
seemingly irreversible trend toward automation, the problem of
finding Jobs for all Americans appears insoluble within the
existing framework of.;‘:rod'uction and service., Dr. Berkner shows
that enlargement of employment opportunities depends on the creation
of new industry. As he puts it: "No longer can mere .labor applied
to natural resom"w.;es 'enla.rge our product market. An intervening
ingredient--brain power--must be available to prov:_.de-the innovation
that can expand our economy into new -pro;!ucts and services. So
brai!p power becomes the resource upon which our nativon must depend
for 1t§ mme _economic and soci;.l health.” He notes in pa.rticﬁla.r
that "Brain power has iaecome the principal source of future welfare
of th-e 100 great metropolitan areas that soon will contain-the bulk
of the American population.” o

"What may surprise most Americans 1s that every scientist and
engineer trained up to Ph.D. level 1is now a source of employment
fbr many others. As a rough calculation, for each Ph.D. we can
'em]gloy _tive to teﬁ engineers, and for each enslineer we can use ten
to 15 skilled workers. . Dr. Berkner goe; on to say: "But the .
ereation of riew industry, new products and devices, new methods and
applications from the néw technology arises from the creative and
imaginative msiqﬁtp of scientific and. technqlpgica.l leaders who
have' access to the very limits of knowledge. Without ,tha.t_ glivoz}
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of ‘top skill for real innovation, men of lesser skills will lose
their opﬁortmity....'.in the future we may have to counf 100 or
more unemployed ror'ea.ch Ph.D. we fail to educate."'

. In the light of these facts, we should be deeply concerned
that despite all the money spent on education we do not produce a.
eu_rfiei‘ent number of Ph.D.'s; on a per capita basis we barely
produee 28 many Ph. D."e' as most E\n'opfean countries. If we couht
only those of our Ph. D.'s that a.re truly compe.rable echolastiea.lly
to European Ph D.'s, we find that we definitely lag behind. "This
18 one reason why we import so many foreign Ph.D.'s, to the chagrin
and angex- of countries that have spent much public money to educate
them.’

Apa.rt from these specific ‘contributions toward ma.kins ours a.
viable, amoothly functioning, steadily advancing economy, educated
bra;.n power can help the American people to & better understanding
of the new science and technology that'so deeply affects all our
1lives. Technoiogy, that 1s the utiliéation‘ of acience for

--practical purposes, has_such_enormous potential for the. good or
evii of man and soclety that how we use it reéui.ree careful
rethinking We have here a complex problem that calls for a higher
order of intelligence than has so far been applied, we have left it
almost entirely to the management of practical men.

With due respect to the accomblishments of fractlcel men, to
whom we owe our material comforts and luxuries, I believe one can

fairly sajr the practical approach to a new scientific discovery .
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is parrow, short-range and private; it 1s concerned with ways to

put thc discovery to use in the most economical and efficient
manner, little thought being given to sidc effects and future
consequences. The intellectual approach--if I may usc this tcm:;
is _IM, lc_gg range and public; it looks to the effects vhich the ]
use of a new discovery may have on people in general, on the nation,
perhaps_ on the world; prcsent and future.

I can best illustrate what I want to bring out by a simple
example., Commercial dcep-aca fishing can be dcnc.co efficiently
wich modern techniques that a relat;ively few enterprises could
rapidly sweep thc oceans free of commercial fichl and whales. Left
to themselves, this is what chc fishermen of ali nationalities
would do. As practical men they are interested only in how new
technology will increase their catch, preserve it and get it
speedlly to market. They have been ing_enious in pursuing t‘h:ls
short-range private obJectivc.. f‘igurativcly speaking, the world's
marine scholars have stood by wringing their hands at this "praoticaij_

folly. To them 1t has been incomprehensible that reasonable human
beings 'should fail to see that in thc end far more can be taken
from the sea 1f fishing conforms to sensible conservation regulations
permitting the species to reproduce itself, )
Conservation has had hard sledding in this country. We have a
predilection for believing practical men when thcy assure us our
resources u-c‘unlmitcd, and to pooh-pooh the warnings of scholars
and conservationists as coming from ivy-tower eggheads.
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Half a century ago, Theodore Roosevelt's drive for sclentific

. forest management was lau@ed out of court by practical lumbermen
who assured us our vilrsin forest stands were inexhaustible. We are
ptill far behind Europe 1n conserving forests; we gtill waste
_timber neédlessly. Yet consider how important a tree 1is, -pesides
furnishing wood when it is felled. Its roots hold the topspil _a.nd
. prevent it from washing to the sea; they 'help slow the dcj;_un_‘rloi of
torrential rains,: thus diminishing the danger of floods; they build
up oﬁr water t;ﬁles. Many trees, so writes human ecologist S. P. R.
Charter in a book Just off fhe press, "in adding one pound to their
welight, use and discharge into the atmosphere approximately 35
-ga],_lona of clean water., By compé.rison, a pound of steel uses some
20 gallons. of water in its manufacture; a pound of rayon use éome

180 gallons.....Much of this industrial water is not re-usable.

How many pounds of tree do_gs & human need in his lifetime, for his
body and his spirit?™* (italics mine) ' ‘

These are not pux"ely academic questions for present-day
Americans. Many of us already. live in areas having intermittent
water shortages. We have as yet no pg actical means that will
guarantee availability of enough cheap clean water a decade or so

- from now when we shall urgently need new sources of supply. It 1s
estimated that merely to remedy exﬁting municipal and industrial

- water pollution would cost the American taxpayer twelve bq.llién

¥¥an on Earth, Uontact Editions, Sausalito, Cal., (1962),‘ P. 30.

~
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dollars, besides large additional sums to keep ow’ lakes and rivers
clean thereafter.® . v

Thoughtful Americans are calling attention to the fact that
nature, 1f abused, will strike back. He are beginning to perceive
that activities which in the past could be sarely left to practical
men making private decisions now involve such complex relationships
and such potentially dangerous consequences that we need to take
counsel with owr men of science, our scholars in the 'htxnia'xzities,
with our country's most highly trained intellects. What these
contribute is a deep understanding of man and Ar nature; they look
upon technology from a broader, more humanly orier_xt;ed viewpolint.
Those who have studied particular aspects of nature are ‘ta.r. more
knowledgeable in this field than most practical men. A plant
biologist knows a great deal about pesticides even théush he has
never had to meet a payroll! We need all the mﬁellj.gencelvend_ all
the expert advice we can muster merely to underatand the problema
sclence and technology create, let alone to solve them m a manner
that will preserve our free way or life. »

Not only in technology but in other areas of life as well we
depend increasingly on people with trained minds, Most of the big
and vexing problems with which we grapple today are of 2 kind that
such people alone can hope to_ solve. The simpler, practical
problems that occupled much of our. thinking in the pﬁst are well on
the way to a satisfactory solution. ’ '

*Ibid.
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Thus we know how to produce immense amounts of attractive
consunmer goods, but we don't know how to éreate enohgh purchasing
pover within our ffeq enterprise system to get them off the shelves.

We know how to obtain large crops from our land but not how .
to protect ourselves.against careless use of dangerous pesticides
and weed killers.

We are marvelously ingenious in harnessing water power but
helpless in preventing pollution of owr rivers and lakes which
makes them po;sonous for fish and useless for recreation, not to
mention the resultant deterioratioﬁ in the quality dr our driqking
water. ,

We have learned how to launch satellites into space but not
how to protect our once gloriously beautiful land against relentless
commercial depredation which creates landscapes as ugly as anything
our astronauts will find on dead moons or planets.

We kngw how to produce and distribute gadgeta galore for
artificiaifrecreation, but not how to provide our children with a
natural environment where they can play in safety; we can't even
guard our remaining nationgl wilderness areas against the insistent
.demand of those who would appropriate them for industrial use. No
nature lover'can help being heartpiqk that something so rare and
beautiful as Indiana sand dunes é:e ﬁeing bulldozed off the eafth.'

We need courageous men who will\atrive to preserve a bit of
nature for future Americans, but the .pressures are strong against

those who think in terms of the needs of generaéions to come, not
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Just cf present-day desires for quick benefits.

’ Thoush you uill prcsumably choose scientific careers, I hope
vou vwill concern yourselves with unsolved problems such as these.
You have t.:c capacity to contribute to the resolution of all sorts
of public issues that, stiictly speaking, are not within your area
of' specializatlion. A good mind, liberally educated by formal
schooling or through self-edﬁcation, can be prcfitably applied to
solving any problem that calls for analysis, clarity of thought and
logical reasoning. It is your right ani your privilege as citizens
of a democracy to participate in shaping your country's Zestiny; to
contribute your eficrts to the betterment of society and the
strengthenling of the nation. Do not become discouraged by those
who argue that good thoush a man be as a scientist{, when he concerns
himself with problems outsiie his profession, he is no more compectent
than the average qitizen. This is one of those superfically
persuasive half-truths repeated so often that they assume the
sanctity of dogma.

Persons of modest endoiwment and undistinguished education
rightly feel that whatever competence they may have 1lies exclusively
in the career for whlch they have been specizally trained; they err
when they assert that the same holds true for everyone. The
ability to apply oneself to a broad range of problems and
catholiclty of interests 1s precisely what distinguishes the person

of exceptional intelligence from the average man. To be sure;
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intelligent people may be stupid in some things. As I stressed
ea.rli!er, a good mind 1s a potential, not an actual treasure. The
brightest person must apply himself assiduously in order to contribute

to the solution of & problem new to him,

‘@Given the importance of the contributions trained brain power
makeslto our soclety, we hve been surprisingly reluctant to
respe_ci: ihtelligence, to give i1t its jJust dhc. In the past, there
was good reason to admire human qualities other than pure intellect.
During yh_e first 300 years of our history the rough work that had
to ‘pei done to make this continent habitable for civilized people
abs'or'é:ed all our energies. A'rhis kind of work had long since been
completed abégad, and Europe had gone on from there to build a
eivilization whichl put great strgss on cultivating hma.n talent.

The settlers who crossed the Atlantic moved back a thousand
years into the past t§ ta.ké on the conquest of a wilderness--just
‘as t;heii- forebeurﬁ had t'o conquer tl_:e wilderness that covered

“Northern Europe at the time of the Fall of Rome. Neanwhile Europe,
having conquered her own wilderness proceeded f;o p&-oduce literary
a.nd aftistic work of great merit, to create splendid educational
facithies, to make- a.11 the basle scientific discoveries on which
the Industrial and the new Scientific Revolntion rests; and to
take great strides technologically.

Until we got our own rough work done and caught up with Europe
culturally, there was bound to be a great difference in the kind of
human qualities moast valued heré and abroad, hence of the kind of
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people for whom either America or Europe was the land of opportunity.
This difference in value of human qualities has caused much
mistinderstanding and consequent antagonism.

It is well to keep in mind'that i1t was not because of some
aort of magic in American life that, by merely moving from Burope
to America, a man ocould increase his wages for the 'very same work.
The reason was simply that here men were scarce and ordinary labor
was greatly needed, while in Europe there were more laborers than
joba.

America was, in turn, & land of dazzling opportunity for men
and women whose intellectual and educational attainments might be
modest, but who had the stout hearts and strong arms most needed
during pioneering days. Then, wher. the Industrial Revblut}.on
belatedly reached our shores, it was practical men who came Iinto
their own; men adept at taking the products of European inventiveness
and putting them to use in ways that sulted the special kind of
llife in this new raw country; where people were scarce, hence
valuable; while land and natural resources were abundant, hence
expendable, Impatient rbr quick profits, these practical men
proceeded to exploit our resources with ruthless efficiiency,
building a fabulously productive economy, though at the cost of
great waste of irreplaceable natural wealth. No one minded the
waste; Americans were intoxicated with material affluence and admired

the men who created it for them,
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Now that our once abundant natural wealth has shrunk and our
once. scanty population has soared, we are becoming more like Europe
in the soclal, political and economic problems we face and the kind
,or human competencies we urgently need. Sputnik scared us to
re-evaluate and reverse our traditional contempt for mtellectuls:;
for scientists at least. It is to be hoped we will not wait too
long before we shed mti;mtellectub.lim gn’cirely. Scholars 1n the
humanities are as valuable, if not more so, to a civilized modern
country’ as sclentists, engineers and physicians, or, for that matter,
artists and writers. It makes no sense at our level of civilization
- to 1ndulge in hostility toward what are eﬂ9’rnru11y called intellectual

3
No modern nation can affort to let ta.lent;ao waste, It makes no

Telites.”

sense to close our eyes to the fact that, at least at the secondary
- level, bright youngsters need separate schooling. They need
different, more demanding curricula and far more intelligent and
more highly educated teachers if they are to be accorded true
educational equality; that is, schooling t_ﬁat serves their own
peculiar needs as adequately as schooling of a dirrerent kind will
sult children with nonacademic minds.

A;I.one among advanced democraciles, we ¢ling to the concept ,o_f a
12 year comprehensive school which robs our talented youth of three
to four of their best learning years. I will not delve into the
motives that perpetuate this incredible folly, dut at bottom I
think one would fmd an unintelligent and confused misconception of



369

democracy that confounds political and intellectual equality.

When I first pleaded for recognition of the needs of talented
children, I was accused of folsting .a;n "wn-American," "aristocratie,"
"elite" education on our hapless youth, of wishing to "educate the
best and shoot the rest,” and similar nonsense.. I have no power to
foist anything on anybody, dbut surely I have as much right to
advocate good basic education as the lovers of the pro’gpéssive
philosophy have of advocating life-adjustment andv similar stuff.
They are the ones who ha\;e foisted their brand of schooling on our
children without--to my knowledge--ever obtaining a mandate rrém the
An;gricap people.

squ;my of opportunity is a splendid thing that we have
always and wi:_(l always cherish. But downgrading everyone to a .
mediocre level 1n order that no one will f_eel 8lighted is maudlin -
egalitarianism and in a2 deep sense un-American. The Foﬁndins
Fathers ciea;ly distinguished between political and intellectual
equality. Jefferson urged that "we drea.m. of an aristocracy of
achievement arising out of a democracy of opportunity.” Another
signer of the becla.ration of Independence, John Adams,.wrote to
John Taylor: "That all men are bom to equal rights 1s clear.
Every being has a right to his own, as moral, as sacred, as any
other has.......But to teach that all men are born to equal powers
and faculties.....is as gross a fraud, as glaring an imposition on

the credulity of the pecple, as ever was practiced.....For honor's
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la.kc'. ves.for truth and virtue's sake, let American philosophers and
politicians despise 1t." ' '

I have devoted this speech to talented youth because the
subjeot seemed appropriate to the occasion. I would not like to be
understood as being interested vonly 1n bright children and their
need for a good education. All children ne’éd the very best
sehool’ﬁg weé can devise for them. Uhat they are getti_ng today fl.lls-
far short of this aim. It 1s time to reassess what we have been
d;aing to the f*utug-e of Aniérica‘by- neglect;ng to ifemedy this situation.
I have found 1t humiliating that my studies showed quite amall and
poor countries providing better schooling tl_mn we., _

’ Currently & lot of experimenting with all sorts of glmmicks 1s
going on-—ipcluding teaching machines based on c:xperiments with
pigoona and rats.! ~-and we are constantly being to]_.d that the
schools are now vastly improved. Yet the two basic_rer_'_orms that
alone will make us competitive in education with other advanced
countries have not been carried through.

T I have mentioned the necessity of pm;oviding separate secondary
schools for different levels of academic aptitude and educational
aims, 5_1_1_ Em'spean democracies have these in their free schooli
systems; only We keep calling this "undemocratic.” o

The other essential reform has to do with a complete reversal
of the position of the American teacher. The teacher is the pivot
on which tke._ihole educational effort rests. As I have sald so

many times, we must ra;se teacher qualifications as well as rewards,
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so as to attract high caliber peoble into this all morﬂ;ent profession.
And we must put the school syetem 1n charge of the teechers_, suppiying
them with the necessary clerical and edminie'trative,personnelf All
Euwropean democraciss have teacher-run echoel eietems, That is why
they are so good. ) S

Let me in conclusion wish you the beet of luck, and urge you to
make your life an adventure of the mind. ‘l‘hie w111 at times be he.rd.
but always deeply rewarding. When you reap the rruite of your own
intellectual labor you will experience the ee@ietaction of h_aving
proved yourselves good cultivators of the te.legxte given 'yc_)u by -
Providence. Over and above all this, you will khov that yours is a
kind of pioneering which yields not alene per'eonal Again and satisfaction,
but also contributes significantly to the economic, hene_e the political
strength and security of our country. This you will find the greatest

reward of all.
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THE PURPOSE OF EDUCATION

by
Admiral H. G. Rickover, U.S. Navy
at a Meeting of the
Chamber of Commerce of Reading and Berks County
at Reading, Pennsylvania
May 27, 1976

I will speak on the condition of public education in the United Stateé.
My concern is with the purpose of education and the role it should play in
society. » '

Since the ancient Greeks, men have affirmed that to be educated was
to be made better. The Emerald, a book first compiled by a fourteenth-
century Russian from Greek materials, argued that ignorance was worse
than sin. A young Norwegian of the thirteenth century received this advice
from his father: '"Remember this, that whenever you have an hour to spare
you should give thought to your studies, for it is clear that those who gain
‘knowledge from books have keener wits than others, since those who are
the most learned have the best proofs for their knowledge. "

The papal charter of the University of Basle, founded in _1'459,
speaks of the hard and persistent labor by which students may obtain -

"the pearl of scientific knowledge' and with it "one of the greatest
happinesses accorded mortal man by the grace of God.' This pearl is

Copyright (© H. G. Rickover 1978 _
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the key to a good and happy life. It "bestows its favors on the untaught
and raises to the heights men born in the lowliest circumstances, for as
learned men they are placed far above all who are uﬂea.rned, indeed
made alike to God. "

What does it mean to be educated? First, it means to have
knowledge of the wor'ld around us, to know hlstofy, literature, philosophy,
and science. Second, it means to possess skills such as the ability to
read, to write clearly, and to calculate, which make a person a useful
member of society. Third, and most important, it means to be able to
think critically and logically. '

The purpose of education is to instill these attributes in people.

To accomplish this,; the overwhelming concern of the school must be with
the intellect; preoccupation with anything else increases the probability
that the goal will not be met.

Unfortunately, our educational system is not up to the task., Every
year I interview several hundred midshipmen from the Naval Academy
and officer candidates from most of the better colleges and universities.
These interviews give me an insight into the kind of education our better
students have recei\red in sixteen yearsgof schooling.

Those chosen for the nuclear power program are sent to special

schools where they are given a tough course in nuclear technology and
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in more basic subjects such as mathematics, physics, and electrical

engineering, The curriculum for these schools is prepared in my office

in Washington. Over 5, 000 officers have successfully completed this
course of study. In addition, over 29,000 enlisted have completed a
similar but more basic course.

Educated people are needed to develop and work with nuclear
power. But [ know from student performance in our nuclear power
schools, and from the interviews, that few graduates of American
schools and colleges are well educated. In digging into the reasons
why this is so, I have been convinced that the American educational
system is doing a poor job of training young minds to think clearly,
logically, and independently.

Part of the blame lies in the lack of purpose in our schools.
For many years, and with few exceptions, public elementary and
secondary schools have been guided by educators imbued with the
philosophy of John Dewey. Dewey claimed that "the primary business
of the school is to train children in cooperative and mutually helpful
living. " I believe this to be an erroneous concept of education. In
embracing it, educators have rejected thousands of years of thought
about the purpose of education; they have also left our children poorly
prepared for the dynamic, competitive society they must eventually

join,
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The purpose of public education has been perverted by the so-called
progressive ideas of Dewey and his followers. Behavioral scientists now
swell the ranks of teachers and administrators, Experimental programs
absorb massive amounts of tax monies under the guise of such ambiguous
names as social engineering, behavior modification, and sensitivity training.
‘These programs do not develop children's ability to sort facts and make '
their own decisions. Instead, they offer material carefuliy prepared to
indoctrinate them in favor of pre-selected attitudes.

The courses given at teachers colleges, the proceedings of recent
educationist conventions, the textbooks used in many public schools, and
the content of educational journals reflect this idea. Many education
leaders and organizations have disavowed teaching and learning as the
primary purpose of American.education, pursuing instead a supposedly
higher goal.

This pursuit is of many years' duration, The National Education
Association's School Administrators' 25th Annual Yearbook, published
in 1947, urged; ""A fundamental shift of emphasis through our whole
ed\_.lcation program from helping to educate the individual in his own
right to become a valuable member of society to the preparation of the
individual for realization of hié best self in the higher loyalty.' The

."Forecast for the 70's, "' a 1969 article which is frequently quoted in
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educational publications, predicted that teachers will more accurately
be termed "léarnir{g clinicians, '* since ""schools are becoming clinics,
whose purpose is to provide individualized psychosocial treatment for
the student. "

In my opinion, ''psychosocial treatment" as well as most social
scientific experiments have no place in the educationallsystem of a free
society. That they are so prevalent shows that schools, consciously or
otherwise, tend to be run for the benefit of teachers and administrators;
not for the benefit of the students they are paid to serve. This belief
is reinforced by the defiance with which parents and employers, who
must deal daily with the recent semi-literate graduates of our schools,
are met when they criticize the educational system. Education spokesmen
contend that only professional educators are qualified to judge how well
schools are doing their job.

That is a dangerous and shortsighted attitude. Mr. Houston

Flournoy, former controller of California once said:

"One of the most critical aspects of the current
challenge to quality higher education is the all-too-
common notion among faculty members and students
that the public as such should keep its nose out of

their business. They too frequently ignore that we
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are talking about public quality higher education. By
definition, the public is involved, and, furthermore,
whether the public should interfere or not, they are
involved if for no more than the prosaic reason that

they are being asked to pay the bill. "

I suspect that most people outside of education would agree with Mr.
Flournoy, and would apply his principle to public elementary and
secondary schools as well.

When organizations, groups, and institutions are answerable
only to themselves, their actions tend to become self -serving, This
is true of public education. The public has long given teachers and
administrators great leeway in running the schools; at times that leeway
has resembled total neglect by the public of the direction and purpose
of education. In the absence of controls, the educational establishment
has found fads to be more self-serving than fundamentals. Every three
years, something comes along that is supposed to improve education.
But career education, counseling, compensatory education, and social
engineering, all require more staff, more buildings, and especially more
money. When these additions to the schools' mission detract significantly
from training students in the basic skills, thén I believe thé public must

pay urgent attention to the consequences of continuing on that course.
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The results of the drift in educational thinking strike at the
very basis and fabric of society. Schools are fostering attitudes in
students that ill-prepare them for the harsh realities of the world.

Take the idea that learning must be fun, not work. This idea is both
cruel to the child and dangerous to society, for children grow up
believing that they need not struggle to excel. .

In order to make teaching fun, and I believe to make themselves
popular, many teachers and administrators have deemphasized
disciplined thought and work habits, and stressed creativity, individuality,
and "feeling, "' What this means in teaching English, for example, is a
turning away from serious reading and closely reasoned writing. Students,

‘especially at the high.school level, are led to believe that oral and written
expression need no real effort. Feelings are often placed ahead of
language as the primary tool of expression. In consequence, students
are cheated; they d§ not face the difficulties inherent _in good writing,
and do not develop the ability to write well.

Oné of the truths of life is that if you want to influence others, it
is not enough to know a subject; you must also be able to express what
you know. Tha.t' is what makes the ability to write clearly a most valuable
skill, ﬁut many students simply do not value writing skill in a world
they see as predominantly technical. Teachers who hold grammatical

achievements in small esteem only reinforce this notion.
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The "learning is fun'' movement has also affected mathematics.
the late 1950's, the "'new math' was hailed as a revolutionary method
teaching a subject that generations of children had found "'distasteful, "
"not fun." By abolishing the systematic progression from ar-ithmetlc
oughalgebra and geometry, the new math was supposed to make it easy
“children to understand and enjoy mathematics. The results weré
dictable, The money spent on tral.ining teachers in the new math and
writing textbooks was largely wasted, Millions of young Americans
rned something of sets, variables, and binary operations. But many
led to learn the arithmetic needed to balance checkbooks or figure
ome taxes, and most have a poor foundation whence to move to higher
thematics, physics, and engineering.

The official philosophy of thé educational establishment is that a
1d should not be forced to memorize the multiplication tables. I is
imed that to do so destroys his spontaneous interest in the ''joyous"
ocess of multiplication, The educators will make multiplication joyous
doing away with rote learning and discipline. Such an idea, which
rvades ou1; elementary schools, can only hamper our technological
ciety. |

A passage in the Talmud reads: "The world is ﬁpheld by children
o study." -For such children, there is no easy shortcut to learning.
arning can be interesting, rewarding, and exciting, but it is not fun
1 games: it is work. No learning takes place, just as no ditch gets

2-529 0 - 82 - 25
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dug, without work, Mental sweat is required of the student who would
master a course. Preaching the doctrine that learning should be fun
implies that society has an obligation to make life easy, and encourages
an antiwork attitude already far too prevalent. If what we want for our
children is fun and games, then why do we need schools or teachers?
We could get along just as well with playgrounds or the streets. All we
would then need are some playground attendants and a few athletic coaches.

In the past few years, behaviorists and other social scientists have
done much experimenting in education. Team teaching, open classrooms,
and unstructured courses are some examples. The new experimental
programs have a couple of points in common. Generally, thei.r purposes
are explained in jargon which is unintelligible and meaningless to the
average citizen, Take libraries. They are now called such witiess and
imprecisé names as multimedia center, resource center, learning
resources center, and learning materials resource center, The jargon
of systems analysis and other pseudo-sciences is used throughout the
schools: instructional systems, configuration of resources, instructional
systems components, task analysis, information networks, program
planning, instructional development functions, operational effectiveness.
If this weren't enough, some educators call history and geography
"gocial living, " while English has become "language arts. " '

Another common trait of the experimental programs is their

high cost. Much of the expansion in school staffing has occurred not
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n the ranks of teachers, but through increased employment of
)sychologists, sociologists, and other "counselors.' Further, the
schools being built are often far more sumptuous and expensive than
1ecessary because of the technical gadgetry that the educationists
ind vital to their work. . '

Much experimentation hastfocused on ways to éi_ve the student
reater freedom of choice in course selection, or to give him greater
pportunity for "creativity. " The ends to which this policy is taken are
ibsurd, One school superintendent forbade the use of coloring books
on the grounds that they force pupils to confine their artistic efforts
vithin fixed, identifiable lines. Another superintendent felt that since
hildren were permitted to be creative at home, they should be allowed
0 be creative at school. The resultant milling around of children in
he schools led to chaos, This was a predictable result since most
hildren are not competent to decide what is in their own best interest
or how much creative freedom they should enjoy.

Sumptuous buildings and experimental programs do not make
students educated. Children could be taught in a barn if the teacher
vere competent and a learning at§mosphere were encouraged, Still, in
he past few years, hundreds of millions of dollars in educational

~esearch has been done in an effort to replace teaching concepts thousands
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of years old. Ido not believe this research, or the millions it cost,

has made students any better educated today than those of twenty years

ago. On the contrary, to the detriment of our children, it has diverted
' attention from education's real purpose of training tﬁe mind.

Undisciplined learning and experimentation has resulted in
students' increasing inability to use the English language. This is
shown by college board scores on the verbal test which, over the last
decade, have dropped thirteen pex;cent. The scores in 1975 were the
lowest ever recorded. The decline is confirmed by college professors
who find themselves confronted with students who have limited vocabularies,
who_cannot make proper sentences, organize papers, or write well enough
for college work. .

To be sure, some of the blame can be laid to influences outside
the school. For example, television has contributed greatly to the decline
in the ability to read and write, According to one study, high school
seniors have spent more of their young lives watching television than
they have in the classroom; 15, 000 hours of television versus 11, 000
hours of formal school instruction. Not only do pé.rents allow their
children to become slaves to television, they reinforce the habit by
watching programs with the children. Such tacit adult approbation of
television's value provides children with little incentive to read for

profit or pleasure,
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With television, the viewer is passive. He does not have to act
to absorb the message as he does in reading. Reading ailows a person
to stop, reflect, and then return to the text. Television is non-stop; it
gives the viewer no time to think, In our complex society, each citizen
needs the ability to view his world critically and dispassionately.
Television does not lead to or éevelop critical thought the way good
books do,

Then there is the question of equality in the schools. A cherished.
goal of American education has been to provide free education through
high school to every child regardless of family background or financial
status. The objective was to give each pupil an equal opportunity to earn
a high school education. Thoée, who could not keep up with the work
failed, and did not receive promotion to the next grade and ultimately
a diploma. At some point, 'the objective was changed to one of giving
each pupil a diploma. In an effort to ensure that nearly all who wanted
to pass could pass, the system lowered its requirements and standards.
Homework was seldom stressed or required. Children advanced into
the next higher grade almosti automatically.

By itself, this action only affected studenis who were lazy, slow

_______ Fron .

] P T T JT . W1 Y
learners, Or ilad 1imiiiea capaovu

Y
RLLA

]

cavacs clidantas
verage sLuaenis

conceivably move ahead of their peers into advanced work. But the
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social scientists decided it was "unfair' to separate students by ability.
Ability grouping was anathema since it implied that not all students were
equal, Instead, all students were to be lumped together in the classroom,
a condition which produces a stifling atmosphere of mediocrity.

Children have unequal mental abilities and therefore learn at
different speeds. They cannot all climb equally high on the ladder of
éduca.tion. Therefore, to brake the learning of talented pupils to the
speed of advance of the average or less capable students is to waste
their time and abilities. Our society cannot afford to waste these human
resources. Since natural resources are being rapidly depleted, brain
power is becoming an increasingly more valuable component of
continued economic well-being. Moreover, we are in technological
competition with the Soviet Union militarily, and with the entire world
economically, Money alone cannot advance technology; highly developed
intellects are also required. The side which excels in producing those
intellects will eventually have the more advanced technology, and the.
benefits that it makes possible.

These principles ought to be evident to every concerned citizen.
But the educational establishment prefers a sham egalitarianism, even
if this results in many children being denied an education geared to
training their minds as completely as possible. Lowered standards and

lessened discipline may allow the mass to move forward together and
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o claim the same rewards, but they do not produce well-educated
citizens.

One way progressive educationists have lowered standards is
by tinkering with tests, grades, and other measures of perfdrmance.
The trend against testing began by first discounting tests; then hiding
their results, and finally a.bolishing them altogether. The cuimlnation
of this movement was the resolution adopted in 1972 by the National
Education Association at its annual convention, The resolution said
"Tests and the use of tests are a violation of human and civil rights, "

That is patently absurd. Tests and grades are not intended to
measure a student's value as a person, but to measure the extent of
his knowledge and the quality of his work. Students, parents, and
employers have a right and a need to know where students stand
academically. The abolition of teéts is itself a violation of that right.

Along with abolition of tests has come the end of failure. Many
colleges no longer list ""F's'" on student transcripts. One institution
graduated a student magna cum laude even thc;ugh he had received 10
F's in his courses. Hundreds of schools allow students who receive a

poor grade to take a course over, and then only the last grade is taken
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spread to the extent that at many colleges, three-quarters of the grades
given are A's or B's. . Grade inflation in high school is just as prevalent.
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A_ll of these factors have cheapened the high school diploma and the college
degree to the point where their value as indicators of educational
achievement is in question,

- Some of the most prestigious universities are now having second
thoughts about providing students with what is advertised as a liberal
education without requiring of them the necessary self-discipline and
hard work which such an education entails. And many students are now
asking to go back to the old methods of marking because those who have
studied and worked hard no longer have an advantage in seeking jobs.
Hopefully, this attitude will filter down to high school and grade school
levels.

But even if all of the experimentation and the tinkering with tests
and grades stopped, and students took difficult, challenging courses,
one more step would be needed before schools provided an
excellent education. The corps of teachers needs radical upgrading
before it will be able to fulfill the job ‘of educating the young properly.
Educationists have the mistaken belief that teaching is essentially
a matter of classroom management, and that how teachers manage their
classes is more important than their background knowledge in a specific
subject. This is a unique notion. In Europe, teachers are*requlred to
be knowledgeable of the subject matter they teach. Those teaching above
the elementary level hold advanced degrees in their field. In this country,
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chers colleges generally do not require specific mastery of a subject
yond passing standard courses in that subject. What is considered
portant, and is implemented by restrictive state laws, ‘is how many
irses the teacher took in the techniques of teaching.
.Here is how a publisher of :science materials foi' junior and senior
h schools used this philosophy in advertising his product:
"It does not require specific subject background
on the part of the earth science teacher."
other words, the teacher does not need to know much earth science in
der to use these teaching materials. The problem does not end with
rth science. French is taught in many high schools by those nbt fluent
French. English composition is taught by those who are not well versed
Eriglish. Geometry and algebra are taught by those who know little
thematics.
Not only are many teachers unknowledgeable of the subjects they
ch; as a group they are intellectually inferior to other professionals.

mes Koerner, in his book, The Miseducation of American Teachers,

es studies showing that prospective teachers on the average exhibit the
vest academic ability of any major group in higher education. One study
nd that the average high school academic performance of the teacher
up exceeded only that of the group which dropped out of colle-ge with
ling marks, This conclusion is suppdrted by the Educational Testing
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Service which found that those taking the Graduate Record Examination
in the field of education consistently make lowter séores thah those in
any other field,

Low ability combined with second-rate training means that many
teachers are not competent to teach, despite the glut of apparently
qualified tea.chérs on the mﬁrket. For instance, more than half the
English teachers who a;pialied for jobs in 1973 with a suburban school
system flunked a grammar test. Their most common error was the
inability to identify a correct sentence. Similarly, an educational
" consultant reported that many teachers cannot spell better than their
pupils, One need look no further than these reports to discover the
reason so many high school graduates are nearly illiteratt_!.

With all of the groblems, the solution is massive reform.
Unfortunately, reform is not something the educational establishment
recognizes. _Many education leaders still rate tlieir perforxﬁa.nce by
counting desks filled and diplomas granted, without considering what
tl}e pupils sitting at those desks or receiving those diplomas are being .
taught. Similarly, many teachers hide behind their supposed
professionalism to dismiss suggestions that their performance is
inferior.

Some educators do admit that the high school diploma no longer

is as valuable a measure of educational competency as it once was.
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3ut in the same breath they cite impressive statistics on educational
ichievement as in this quote from the director of the National Institute

f Education: "Over half of our population now has a high school diploma-
vhich is the highest degree of educational literacy, I guess, that any
ountry has been able to manage.' You may remember the ﬁmous case
vhere a high school graduate coulc.:l not read his diploma.

The sad truth is that Americans keep every child in school almost
intil adulthood, regardless of whether or not he profits from school
earning. In that sense, our country has managed to do more than other
ountries. But, in fact, the average European after ten or eleven years
f school has achieved, _to use the phrase, a higher "degree of educational
iteracy' than his American counterpart.

Teachers, like educators, share blame for thig gituation. Teachers
ike to consider themselves professionals, They are aided and abetted in
his effort by teachers colleges, phony advanced degrees, and teachers
nions. But, because of low ability and poor training, they really qualify
nly as technicians. Unlike the skilled but unionized laborer, teachers
re seldom judged by output or results, An incompetent carpenter can be

ired despite his union a.ffi]iation.I Teachers, however, are rarely fired

Since the educational establishment has and will do everything it
an to stifle reform, it will take public pressure to straighten things out.

n some parts of the country, parents have successfully pressured local
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school districts into esfablishing back-to-basics alternative schools,

In large part, however, parents have not succeeded in revitalizing the
schools, They fail because tﬁey believe it is necessary only to present
their case clearly enough and with sufficient documentary proof to
provoke change, They discover too late that fact and reason alohe have
little to do with the problem. The issue is the power of the educational
estaplishmem to do whatever it decides.

I have no panaceas for the problem of poor education. However,

1 do have some basic recommendations which would go a long way toward
stimulating educational excellence.

First, we need to recognize the importance of the tea.cher.in the
scheme of education. As it is now, we are indulging a national penchant
for trying to create people-proof institutions, We want schools that can
educate without good teachers. The often discussed Coleman report found
that the characteristics of a school have little correlation with educational
achievement; that the one school characteristic that does show some
correlation with scholastic achievement is the intellectual attainment of
the teachers. It makes sense that pupils learn more in schools where
the teachers are intelligent, educated people.

To attract intelligent teachers, schools need to make teaching
professional. Under the present system, many administrators and

leaders of education barely tolerate scholarly pursuits, They value and

require effort extraneous to the teacher's real job, such as paying dues,
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reading trade journals, attending workshops, and taking endless education
courses. Many good prospective tea‘chers are deterred from teaching
because they recognize that such activities do not make teachers professionals.

Another need is for a realistic §a.lary scale, Most teachers, competent
or not, are paid exactly alike; seniority is usually the only differentiating
factor. One way to get better ieachers is to reward ability accordingly,

As Koerner has said, '""When a really first-rate teacher can conima.nd
whatever the market will pay for his talents, as in any other profession,
teaching will attract many more of the able young persons graduating from
college." The military is also faced with this situation, but solves it by
separating iess effective officers at various points in their career.

Second, and notwithstanding this last point, there needs to be an
awareness that money alone cannot and will not raise educational quality.
Education in the United States is now a $120 billion a year business. But
in 1974, it was reported that 1 million of the Nation's 23 million young
people aged 12-17 could not read as well as the average fourth grader
and were, consequently, considered illiterate, People often have the
mistaken idea that education ils a service to be bought. The only acceptable
coin which buys an education ’1s hard intellectual effort. Without that
individual effort, no amount of money can do the job,

I believe that our children will put forth that effort if they are

guided and challenged by competent, qualified teachers. Money should
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be used to attract such'teachers. This does not mean that more total
money should be spent on schools; it means we need to spend money
more wisely. Our school establishment is already the most expensive
in the world. We have luxurious buildings, large administrative staffs,
and a surfeit of educationall gadgetry. European countries spend less
money per pupil than we. Yet, because they have simple, austere
buildings, they are able to spend more on teachers. In my view, the
most cost-effective way of improving our schools is to follow the
European example,

Third, we need a national standard for education. Without a
standard, thére is no yardstick by which to hold teachers and administrators
accountable for failing to educate our children. In fact, under the present
system, parents, employers, and interested citizens have no real guide
to how well the schools are educating the young until after the students
leave school and try coping with the outside world. In the process of
establishing a national standard for education, we would first have to
determine what we want the schools to accomplish. What sort of persons
would we like the young graduates to be? What kind of education would
be of greatest use to them as human beings, as citizens, as breadwinners ?

'A national standard is feasible and need not be coercive.
California and Oregon have established standards for graduating from

high school, Several other states and cities are considering them. In
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surope, national standards are considered a protection for the student
-ather than interference by the state. Standards are drawn with infinite
~are by persons of solid scholarship and educational experience. While
he primary purpose of a ;standard would be to;set minimum levels of -
tnowledge which students should attain, it will also enable local
*ommunities and parents to judge how well their own school systems
ire educating their children for the world, and in comparison to other
*ommunities.

Last, we need a guiding purpose to education that recognizes
he singular importance of study and learning, of transmitting to each
generation the accumula.téd knowledge, and p?rhaps éome of the wisdom,
of mankind. Maimonides, the famous Jewish philosopher‘ of the twelfth _
century said that the first question on Judgment Day will be whether one
fulfilled the duty of study. If schools are to encourage this view, learning
must be elevated to its proper position as the primary focus for education.

To do this requires a return to basics and a rejection of social
science experimenta.tion; Anything which del;ra.cts from the central goal
of imparting knowledge must be questioned, !a.nd in most cases eliminated.
Most of all, schools have to realize their limitations. Today, they are
attempting to carry on a vast social program rather than an educational
program. In addition to those traditional teaching functions of the school,

they are trying to perform the functions of social worker, parent,
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physician, minister, policeman, drug counselor, and employment
agency. They are trying to do everything; consequently they do
nothing well,

As citizens, it is our responsibility to do all we can to make it
possible for the country’s youngsters to get a good education. If
students had no teaching machines, no buildings, counselors, or
administrators, they could still learn as long as there were enough
competent teachers. But if schools do not teach, then for what reason
do they exist? If we are just going to have places for soc_ial contact,
for maturing our young and for keeping them off the streets, the job
can be done more cheaply than by having schools.

In Napoleon's army, it was said that every French s'oldier
carried a marshal's baton in his knapsack. What this meant was that
a man's advancement depended solely on his ability, Theoretically,
every soldier had the opportunity to wield the marshal's baton. And,
in fact, eighteen of the twenty-six men appointed marshals by Napoleon
advanced from the enlisted ranks. |

Our educational system must see its purpose in a similar light.
Society's leaders are most often educated people, whose minds were
developed from youth through disciplined study. Schools that do not

stress mental discipline deny their students the kind of education that
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produces leaders., Moreover, each person's opportunity for becoming
educated is limited. If schools do not rigorously train their students in
the limited time available, the opport;xnity passes, and with it the options
are lost.
As many of you are aware, I have been severely criticized

by the educational establishment ever since I entered the education arena
to express my views. You may ask what caused me to study education.
When I started to interview people for the nuclear propulsion program,

1 was shocked to find out how poorly educated most candidates were. I
had not expected them to know much about nuclear engineering, but I was
surprised to find them deficient in speaking, writing, history, and
philosophy. I wondered why our educational system was not meeting our
needs despite the amount of money we were lavishing upon it, As a resuit,
I studied the educational systems of ancient civilizations and European
‘ countries. I have written three books on education,

You must understand why I am so deeply concerned. In my position

I have a legal res_ponsibility for the safe operation of all the nuclear ships
in the United States Navy., This is also a moral and personal responsibility
I cannot and do not evade or shift to any other person or to any other *
organizaiion. & was for these reasons thai I made myself responsibie f;)r
the selection and training of ail who gerve in the Nuclear Navy. Beyond
this, I feel responsible for what every one of the students who graduates

92-529 0 - 82 ~ 28
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from my school does until he leaves the Navy. I monitor his performance,
question his actions, and, if necessary, recommend his removal,

You, in this audience, do not bear nor are you expected to bear any -
responsibility for nuclear propulsion. You are responsible, however, for
geeing to it that your children and the children of your community receive
a good education. You must take on the task of giving your schools direction
and purpose, and of providing them with first-rate teachers. Not to assume
this respohsibility ig to neglect your moral and personal duty to all of our

youth,
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STATEMENT OF
ADMIRAL H. G. RICKOVER, U. S. NAVY
TO THE
SUBCOMMITTEE ON EDUCATION, ARTS, AND HUMANITIES
COMMITTEE glf gg]ﬁAN RESOURCES
UNITED STATES SENATE
JULY 14, 1977

Thank you for the opportunity to present my views on American
education to this distinguished Committee.

In my search for people capable of meeting the demands of the Naval
Nuclear Propulsion Program, I Kixave had a unique opportunity to judge the
products of our sg:hools. Over the last three decades, I have interviewed
thousands of top graduates of our colleges and the Naval Aéademy in search
of young people with intelligence, integrity, and initiative. In these people,
I look not so much for technical (;ompetence—we will teach them that—
but for the ability to think for themselves, to understand the basic principles
of the courses they have taken, and to speak clearly. From what I have
seen, our schools are not providing a good education.

The heart of any civilization is its education. Of the glories of ancient
Greece, none was greater than Plato's Academy. Of all that the Middle Ages
created, nothing was greater than the universities. Ot the spirit of the
Renaissance, ii is humanism that is its greaiest iegacy. We will be

tomorrow what our schools are today.
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Our future citizens are now students in elementary and secondary
schools. We have a right as well as a duty to ask how well the schools,
teachers, administrators, andvparents are meeting their responsibility.
Several signs warn us that our educational system is falling behind the
needs of our society. ,

In the mid-1960's scores of college entrance examinations began a
decline. The drop is revealed in the scores for the Scholastic Aptitude
Tests (SAT)—the entrance examinations required by most colleges. The
American College Tests, the Minnesota Scholastic Achievement Test, '
and the Iowa Tests of Educational Development show a similar trend.

The reasons are complex and are still being studied. Possibly the

drop does not reflect a real diminution in student-learning skills. Perhaps
it is because the numbers of students taking the tests have greatly increased.
Perhaps poorer students have been urged to take the tests so as to gain
admission to college. - However, there is other evidence of the need

for improvement of our educational process.

Last year the Private Higher Education Annual Report found ", . .an
appalling decline in thé preparation of newly admitted students in reading,
writing, and mathématics." The National Assessment of Educational
Progress, a federally financed organization, recently studied writing
samples of 7,500 youths. Only a tenth of the 8-year olds, a third of the

13-year olds, and half the 17-year olds could organize ideas on paper.



399

Most wrote random sentences. In 1975 the University of California
reported that 75 percent of the state's best high school graduates failed
a nationally-used En'glish composition test. They could not exbress
themselves, choose fhe righ; word to complete a thought, or organize
their writing. )
My own experience, based on the results of interviews I have

conducted of over 12, 000 graduates from some 150 different colleges
"and universities over the past thirty years, confirms that there is a
- serious problem, Ce‘rta.ln impressions emerge from these interviews.
For example, althouéh a student's recordﬁ may show that he has taken a
variety of courses with impressive titles, his basic knowledge
of fundamentals has declined markedly in relation to his couxiterpart of
15 years ago. It is not uncommon for me to interview a recent graduate
from a ''good" college who has received a Masters. Degree in Mathematics
but who is incapable of solving a tenth grade algebra problem. I have
interviewed students ;ecelving a Bachelox;s Degree in Electrical Engi-
neering who do not know the difference bettween alternating current and
direct current. I could recite case after case, not only in engineering,

mdthematics, and science but in history, foreign language, economics,

tals of their disciplines. -Yet each of these students honestly believed that

he had done well in school and had learned what was expected of him.
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This is the tragedy. To further emphasize the severity of the problem,
you should recognize that I only interview students with relatively high
standings in their schools.

The problem is not confined to the colleges. In the nuclear program,

I am also responsible for training enlisted personnel. Within the past five
years, I have been compelled to incorporate a remedial "pre-nuclear

power school" because of the increasing attrition due to academic
failures. I now teach courses in the basics of niathematics, physics, and
chemistry to enlisted students before they enter the nuclear power school.
Here again, remember that we only accept into the nuclear program thoée
enlisted men of the highest mental caliber. All must have high school
diplomas. You can appreciate the problem faced by the rest of
the Navy in attempting to train personnel of lesser ability to handle the
complex equipment now in use.

V Outside of the nuclear program, the Navy, in my opinion, has
fallen prey to the siren of easy education. Today, for a number of
reasons, the Navy uses the so-called "'self-pace" method of teaching.
The student can broceed at his own pace using programmed
lesson plans with no meaningful checks along the way to determine
hoﬁr much he has learned. When he thinks he has learned a given lesson,
he takes a single test and then proceeds to the next lesson. Often the

answers are supplied on the same page as the questions. After going
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through the required pumber of lessons, he then ''graduates™ himself
and proceeds to a shi?p. To illustrate the absurdity of the situation,
there are examples where a foreign student, who could not read or write
English, successfully passed the course.

Before we put too much blame on the Navy or think this is
just a Navs' problem, let me remind you that this method of teaching
was not devised by the Navy itself. The Navy sought ""expert’ advice from
recognized educators! throughout the Uniteld States—educators who have

been and are shaping the educational methods of our elementary schools,

high schools, and colleges. These are the so-called experts. Unfoi‘tunately,‘

they never have to use the products of their efforts. If their system is a
failure, they blame ethnic background, unhappy homelife, 01; poor
motivation.
Only some of the elementary and secondary students will go on

to college, but nearl;!' all will become votérs. How well prepared are-
they to exercise the rights, responsibilities, and obligations of citizenship?

- The eroélon of elementary and secondary education is undermining
our institutions of higher education. Faced with an ever increasing
number of freshmen who cannot write coherent sentences or handle
simple arithmetic, more and more coileges and universities are forc‘e‘&
to offer remedial coulrses. Many college professors state that students

are not as well prepal.réd as they were a few years ago. What a waste
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it is for universities to have to teach fundamentals that should have
been mastered earlier. They have, however, brought the
problem on themselves. Instead of refusing admittance to unqualified
students, they continue to offer remedial courses in record numbers in
order to maintain enrollment. |

The effectiveness of such remedial courses remains a big question.,
In the words of one English department head at a major university: "It is
a breathtakingly difficult assignment to undo the failure of a lifetime in"
one or two academic terms.." ‘This statement contains a profound truth,
The years of youth are a precious—a unique-—time when the mind is at
its freshest and most inquisitive. If it is dulled, it may never recover
the sharp edge of eagerness and enthusiasm.

Some parts of the educatipnal establishment seem to dlst_:ount the
decline in test scores. Some educators have questioned wﬁether the
-national test score averages should be made available to the public.
Others assert that standardized tests are a violation of human and civil
rights and that they discriminate against minorities and poor readers.

Tests of this sort are not intended to measure a student's value as
a person but to measure the extent of his knowledge and the quality of his
work, Parents have a right and need to know where their chﬂdren‘gtand
_ academically. Similarly, the public has a right and need to know how their

schools and school districts stand in relation to national and regional
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averages and in rela’tion to previous test’results. The abolition of tests
or the failure to disclose test scores would be a violation of these rights.

Unfortunately, the preponderance of data collected on education
is used to ineasure what resources we invest in our education system,-
rather than what it has accomplished. Those statistics which purport
to measure our rett;m on investment do so primarily in quantitative
terms, such as the !number of desks filled or diplomas awarded.
Standardized tests, while not perfect, are one of the few measures
that can give us some qualitative indication of what our children are
learning and how well our schools are doing their job. Yet many educators
emphasize other statistics which have nothing to do with the quality of
education.

Grade lnﬂation is a particularly pernicious result of declining
standards in education The decllne in academic skills shown by achieve-
ment test scores is masked to a large extent by the fact that students
nationwide are receiving higher grades. At many colleges, three-
quarters of the grades given are A's or B's. Grade inflation at high
school appears to be just as prevalent. The high school diploma and
the college degree have been cheapened to the point where ofttimes they
no longer stand ftér recognition of ar:afiemic achievement.

A tragic example of grade mﬂafion occurred here in Washington
last year. 'Despite a nearly straight A average, the valedictorian of A
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a high school failed to meet the entrance requirements of a

local university. His college board examination scores were but

half of what the university expected. One official speculated that, since
discipline is such a major problem in the District schools, ", . . anice
kid might have his gx"ades inflated." In any event, the result could only-
have been a crushing disappointmeht to the boy and his parents. They
were deluded into thinking he was getting a good education; they were
detrauded. '

In another case, a Long Island, New York, high school graduate
brought suit against the school system for "educational malpractice. "
-He alleged that he was not taught enough reading and writing to get and
hold a decent job. In evidence was his high school transcript,
showing that' he was promoted from grade to grade despite a consistent
record of failing marks. For example, he was admitted to senior
English without having passed either sophomore or junior English..

Much has been written about grade inflation, but it is
an effect rather than a cause. It is the inevitable result of restructuring
coursesA and methods of teaching to demand less work on the part of the
students. Where demands are low, students get higher grades than they earn.

When I interview a candidate who does not seem to know much about
the subjects he has studied, I frequently find he is the product of an

educational process which contains few comprehensive lesson plans '
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detalling on a day-to-day basis what the student must read or learn;
where he is given a general outline of the entire course and told to
proceed at will; where the few tests given cover but broad aspecfs
of the material; or where grades are primarily based on student
participation in class.

There will always be those few students who, for whatever
reason, will excel and will, on their own, master the subject. They
do this in spite of the system, rather than because of it. In many cases,
the teacher is more of an umpire than a teacher; he is not required nor
expected to know much. As long as he can ""relate” with the students
he is doing his job. From all of this evolves grade inflation. But the
problem is more fundamental. The student has not-learned, but has
been led to believe that he has mastered the course because he has done
what the system calls for. He is happy; the teacher is happy; the school
is happy; the parents are happy. Only society gs unhappy.

Pmn_ts and students must accept the unpleasant fact that today's
awards and diplomas do not necessarily imply academic achievement.
Grade inflation, far from helping students, robs them of a proper- .
education; too late they discover how little they really learned.
Accepting a diploma without an education makes no more sense
than getting vaccinated and not finding out if the vaccination took. A
person whd believes he is safely vaccinated, but is not, is a danger to
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himself and to others. In an address to the Washington-area graduating
classes of 1977, the Reverend Jesse Jackson made a similar point.

He cautioned that accepting a diploma without an education makes no

more sense than paying fér a shopping cart full of groceries and leaving

the store with just the receipt. If our educational system is to be improved,
'parents and students must view education as the pursuit of knowledge and
the development of essential skills such as reading, writing, and the

ability to reason—not simply the pursuit of grades and diplomas,

The problem of functional illiteracy is growing at a time when
technology demands special cﬁe. Recent Navy experience illustraies
this problem. The Chief of Naval Personnel recently disclosed that we
are having trouble finding recruits who read well enough to do their job.
He cited the example of a sailor who, because he could not read instruc-
tions, caused 250,000 dollars in damage to a diesel engi-ne‘by Ia.ttempti.ng
to make repairs based solely on illustrations in the manual. Asa result
of the increasing number of high school graduates who cannot read
adequately, the ﬁavy now requires many of its recruits to enroll in a
six-week remedial course a.iined_at raising their reading ability to the
sixth grade level.

There are other indications of the severity of the reading problem, i
This year saw the pubiication of a new magazine directed specifically at

junior high school students who are able to read only at the second grade
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level. The publisher established a subscription goal of 350,000 for
the new magazine. He already has in circulation a magazine geared
to high school students who read at the fourth to sixth grade level.

Parents share in the responsibility for inadequacies in our
children's academic skill. They do not spend enough time witﬁ the
child nor show sufficient interest in his school work. Further, many
parents have come to distrust their own ability to gauge whether their
children are receiving a proper education. Confronted by a strange
educational program and unfamiliar jargon, many have come to
believe that only professional educators can judge how well a child is
doing in school. Other parents subscribe to the belief, common in our
wealthy soéiety, that any problem can be solved if only enough money
is spent, yet the amount spent throughout the nation for primary and
secondary schools between 1960 and 1973 went up by 199 percent.
Consequently, our educational system is replete with monuments to
this philosophy of "money cures all": elaborate school buildings,
insiructional media for which we pay three times as much as for
textbooks, and calculators for children who do not even know arithmetic.
But the education of our youth is something that requires personal

dedication and a substantial investment of time, not just money.
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Television has contributed greatly to the decline in the readlhg
and writing skills of the child. Studies have shown that high school
seniors have spent more of their lives in front of television than inside
the classroom. Parents are derelict in allowing their chjldren to
become slaves of telqvision. They watch television along with their
children and thereby give parental approbation to the values that television
transmits. Worse, some parents use television as an electronic baby-
sitter.

The television set is definitely inferior to the book as a means of
education. Watching is passive; reading is active. Television is non-stop,
giving the viewer no time to think; he is rushed from one scene to the next.
A book allows a pe;-son to stop, reflect, to turn back to a remembered
passege—months or even years after the first reading. A book can
encourage imagination and independent thought. Television, however,
frequently leaves' children with a false image of the real world.

Television is conditioning them to think that any problem can be
resolved in a half hour; or if difficult, perhaps an hour. It tends.to
shorten the attention spans of children, making the hard work of learning
appear even mdre tedious when compared with the entertainment-
oriented television. It fails to develop critical and analytical tlwught—’.
qualities which we have prized throughout our history. Its primary

purpose appears to be to make consumers of grownups and children.
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Changes in society have no doubt played their part in the deteriora-
tion of the quality of education. But I believe the primary blame for the
decline rests squarely on the educational establishment. Many educators
would have us believe that the schools themselves have played no part in
the decline of st}xdent ability. Self-deception is particularly rife in
educational reseia.rch. ' !

In 1866 the Coleman report, typical of many similar studies by the
U. 8. Office of Education, came to the startling conclusion that the socio-
economic status of a child's classmates was a2 more important influence
on his achievement than his teacher. This conclusion was astonishing
because the offspring of countless uneducated immigrants today occupy
leading posltlon!'s in business, the pxl~ofessions, public life, and the arts.
Yet, influential educators, intellectuals, journalists, leglslators,
administrators, and judges quickly and uncritically accepted this hypothesis.

Coleman'é finding became the rationale for many efforts to require
more racially balanced schools, and resulted in vast expenditures of
public funds; political and racial arguments; and dislocations in school
systems. Later investigation showed the data to have been misinterpreted
and incorrectly! evaluated. After yéars of support for and identification
with the policy of mandatory racial balance as an educational goal,
Coleman, in 1975, subsequent to criticism of his thesis, changed his

position. He not only dissociated himself fromthe legal and political
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decisions engendered by his report, but admitted that schools did, perhaps,
make a difference in the achievement of children.

Left to their own designs, educators, in the name of innovation,
have made it possible for many students to avoid courses that would
provide a solid grounding in the ba.sic academic sﬁbjects of reading,
writing, and mathematics. Studies have documented declines in enroll-
ment in basic academic courses. In some cases, courses in basic skills
have been supplanted by electives or extracurricular activity. In
others, :the total number of instructional hours per school year has
declined,

In an effort to instill more relevance in education, many schools
have invested substantial resources in programs which seem directed
more toward providing amusement than toward developing children's ability
to sort facts and make intelligent decisions. Couched in the unintelligible
jargon of systems analysisr and other pseudo-sciencés, these programs
place a high priority on freedom of choice in course selection without
first ensuring that the choices are structured to meet academic needs.

Much experimentation has focused on ways to give the student
greater opportunity for "creativity." The ends to which this policy is
taken are absurd. One school superintendent forbade the use of coloringA
books on the grounds that they force pupils to confine their artistic efforté

within fixed lines. Another superintendent of a big city school system felt
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that since children were allowed to be creative at home, they should be .
allowed to be creative at school. The resultant milling around of children
in the schools led to chaos. This was a predictable resuit, since most
children are not competent to decide what is in their own best interest

or how mﬁc_h creativg freedom tihey shoulé enjoy.

This drift in educational tixlnking strikes at the very basis and fabric
of society. Schools are fostering attitudes in students that ill-prepare
them for the harsh realities of the world. Take.the idea that learning
must be easy and preferably entertaining. This idea is cruel to the child
and dangerous to society, for children grow up believing that they need
not strugglle to excel. )

In thé attempt to make lealtming fun, and I believe to make themselves
ﬁopular, many teachers and administrators have de-emphasized disciplined
thought and work habits, and stressed creativity, individuality, and
"feeling'} to the detriment of academic achievement. What this means
in teaching English, for example, is a turning away from serious reading
and closely reasoned writing. Students, especially at the high school level,
are led to believe that oral am:l| written expression need no real effort.
Feelings are often placed ahead of language as the primary tool of
expression, In consequence, students are cheated; they do not face the
difficulties inherent in good writing, and do not develop the ability to

write well. This approach may free instructors from tedious grading
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of papers and themes; however, it does not develop the necessary
ékﬂls.

One of the truths of life is that if you want to influence others, it
is not enough to know a subject; you must also be able to express what
you know. That is what makes the ability to write clearly a most valuable
gkill, But many students simply do not value writing skill in a world they
see as predominantly technical. Teachers who hold grammatical achieve-
ments in small esteem reinforce this notion.

The "learning is easy" movement has also affected mathematics.
In the late 1950's, "new math" was hailed as a revolutionary new method
of teaching a subject that generations of children had found "distasteful, "
or "not fun." By abolishing the systematic progression from arithmetic
through algebra and geometry, new math was supposed to make it easy
for children to understand and enjoy mathematics., The results were
predictable. The money spgnt on training t eachers in the new math and
rewriting textbooks was largely wasted. Millions of young Americans
have learned something of sets, variables, and binary operations. But
many have failed to learn the arithmetic needed to balance ‘/
checkbooks or figure income taxes, and most have a poor foundation
from which to move to higher mathematics, physics, and engineering.

There is a passage in the Talmud-that reads: "The world is upheld

by children who study." Learning can be interesting, rewarding, and
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exciting, but it requires effort. It is work! No learning takes place, just
as no ditch gets dug, without work. Mental sweat is required of the student
who would acquire the skills, concepts, and information necessary to master
a course.f Preaching the doctrine that leaz.'n'mg should be easy implies that
society hés an obligation to xﬁa.ke life easy, and promotes an already far

too prevalent attitude against work. If our goal is to entertain our children,
we can do so far more cheaply than by sending them to schools.

Despite growing disenchantment by many parents, teachers, and
students with undisciplined learning and experimentation, these programs
continue to receive strong support from educational leaders. The new
head of the U. S. Office of Education recently spoke of alternative educa-
tional approaches for high school' students, contending that children today
""are more sophisticated." He attributes their earlier maturation to
""television and other factors." From my experience, many of today's
students are academically immature and unsophisticated.

"Alternative educational approaches" should not detract from a
school's: primary mission of educating students ‘in the basic skills. The
following teacher's note on étepoﬂ card, as it appeared in the Georgia
Education Digest, best expresses this point: "Alvin excels in initiative,
group integration, responsiveness, and activity participation. Now if

he'd only learn to read and write. "
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Teachers share in the blame for the con_dition of our schools today.
If students had no teaching machines or visual aids, no buildings,
counselors ot administrators, they would still learn if they had competent
teachers, Asa group, today's graduates destined for teaching positions
do not poséess a solid academic background. Some educationists hold the
fallacious belief that expertise in classroom management can supplant
knowledge. While classroom management, discipline, and presentation
are importa.nt, they are no substitute for competence in the subject being
taught. In Europe, teachers are required to know the subject matter.
Those teaching above the elementary level have advanced degrees in their
field. But in this country, teachers often are not required to have a
mastery of a subject they teach. What many states consider as ix_nporta.nt
qualifications are the number of education courses in teaching techniques—
not competence or skill in subject matter. Restrictive state laws promote
this view, In tbday's climate, a smart prospective teacher will avoid an
advanced degree because the higher salary it commands makes it more
difficult to get a job.

One publisher of science materials for junior and senior high schools
touted his product.as follows:

""And it does not require specific subject background on the part

of the earth science teacher."
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In other words, the teacher does not need to know much earth _cience in
order to use these teaching materials. But this problem is more wide-
spread: foreign languages are té.ught in many high schools by those not
fluent in them; geometry and algebra by those who know little mathematics.

Most English teachers are literature majors who resent teaching writing
gkills or who are unqualified to teach them.

Studies have shown that, on the average, prospective teachers exhibit
the lowest academic ability of any major group in higher education. One
study revealed the startling fact that, in terms of high school academic
performance, teachers ranked above only one other group—that
composed of students who had dropped out of college with failing marks,
This conclusion is supported by the Educational Testing Service which
found that those taking the Graduate Record Examination in the field of
education consistently made lower scores than those in any other field.

Low ability, combined with second-rate training, means that many
students finishing teacher education programs are not competent to teach.
For instance, one Florida county, in 1976, found that one third of the
applicants for teaching jobs failed an eighth grade level general kno‘wledge
test. Confronted with such evidence, the state's Board of Regents decided
to require professional competency tests before a prospective teacher can

graduate from a state university.
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When unqualified people are admitted to the teaching ranks, their
incompetency either goes unnoticed because of inadequate teacher per-
formance measures, or, once discovered, the incompetent teacher is
protected from removal by tenure. Today the laws aré so restrictive
in most states that superintendents and school board_s gseldom even try to
dismiss incompetents. In a 23-year period, Cleveland, Ohio's largest schqol
. system managed to dismiss only one tenured teacher. Ovef a two-year
period ending in March, 1975, there were only fourteen tenured teachers

* dismissed in the entire state of C'.;\lifornia., A rare exception occurred in '
. April of this year when the school board in Goochland County, Virginia
.. fired an elementary school teacher on grounds of incompetence beéause
of her atrocious grammar. The teacher, a veteran of t;nelve years in the
AGoochla.nd school system, was dismissed after-a.parent complained about
e t-hé grathar in a third- and fourth-grade social studies guide the teacher
had prepared for her students. |

Among the questions the teacher had prepared were these, repro-

duced verbatim:
| "What did the sculpture told the archeologists ?"
""Why di;i the Maya sailed to other ports ?"
"How many names did each Maya had ?"
"The grammar was atrocious, "' the school superintendent said: "1 would

just assume a college graduate wouldn't have this sort of weakness. "
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With that comment, the superintendent hit upon the fundamental
weakness in our approach to education in this country., We have all
assumed that the 120 billion dollars we> spent in 1975 and all sums before
it is resulting in well-educated children.

To attract intelligent teachers, schools need to make teaching
professional. Although many teachers are incompetent ana probably
-paid more than they deserve, their pay in general is not sufficiently high
to attract top-flight people to the profession. Labor agreements between
school districts and teachers effectively rule out remuneration based on
merit. Extra stipends are payable for coaching or extracurricular
nctivities but not for classroom performance. Ideally there should be
a merit pay system or other means of recognizing excéllence in teaching.
The reward of watching young minds develop is not always enough to
sustain lifetime dedication to teaching.

Pay, however, does not guarantee performance. In the Federal
Government and in private industry, there are many examples of people
who, although well paid, do not perform to their capacity. However,
parents can encourage schools to provide conditions more conducive to
professional teaching. For example, at the high school level, because
the leacher himself must handle large amounts of the clerical and admin-
istrative workload, there are great: pressur;as on teachers to simplify

tests and grading, minimize assignments, and avoid written work. It is
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not surprising in these circumstances that true and false examinations
or multiple choice tests tend to replace the written assignments so essen-
tial to the development of writing and reasoning skills. How many teachers
are willing to devise comprehensive tests and assignments when they must
draft, type, and repyoduce them essentially on tileir own time ? The
availability of administrative and clerical support for teachers would
probably enhance the quality of education and teacher morale more than
the investment of equivalent funds in teacher salaries.

On-the-job evaluation and training of teachers by expex;ienced and
competent supervisors is needed to rid our system of bad teaching.
School teachers are among the most unsupervised workers in society.
Many administrators never truly evaluate the teacher's performance on
the job. The notion of academic ‘freedom—of doubtful applicability to a
high school—combined with the protection of tenure .agreements, often
resulls in each teacher determining on his own what subject matter should
be taught and how it should be presented. My exberience has been that
in any successful endeavor, those in charge must involve themselves in
the details of day-to-day operations. The training of subordinates is one
of Lthe most ‘important functions a person in charge must perform. In
many schools, training of teachers consists only of granting them time off
to attend conventions and symposia and requiring that they periodically

take college courses in subjects of interest to them. Even in schools
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where adequate tralning and supervision exist, an incompetent or
uninterested teacher is so difficult to fire that administrators frequently
do not make the effort. ‘

Academic programs must be better insulated from the unhealthy
side effects of athleti¢c programs and extracurricular activities. Even
with the present surplus of teachers, the qualification to coach an athletic
team frequently outwelghs academic quatification in filling teacher
vacancies. Coaches or potential coaches, ‘who may not be as well
qualified academically as other applicants, are often selected to fill
vacancies in such areas’ as social studies, mathemancs, science, and
English. In one Virginia county, for example, staff reductions are based
on strict seniority with the most junior persons transferred first.
Principals may exempt athletic coaches and sponsors of certain extra-
curricular activities from this practice, but excellence in the classroom
s not a basis for exemption. If communities desire better education for
heir youth, academic cfonsideration must be given precedence over
athletics and extracurricular activities. |

Good teachers are essential to good education. Over 2, 300 years
1go, Plato said:

"'I maintain that every one of us should seek out the best teacher

he can find, first for ourselves, and then for the youth, regardless

of expense or an){thing. "
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This is good advice today.

In this country, neither the names of educational institutions, nor their -
curricula, their diplomas or degrees represent a definitive and known standard
of intellectual accomplishment, There are a number of standardized
achievement tests that show the relative standing of stydents and schools
against national norms, but not how much a child knows in an absolute
gense. It is small consolation to learn that you know more than your
contemporaries about swimming if none of you can swim,

The National Assessment of Educational Progress, a government-
funded organization, is now testing how much students actually know of
various subjects and at various grade levels. But these tests are conducted
on a statistical sampling basis and not given to all students. Moreover,
no one has attempted to define how much a child should know at certain
stages of his academic career.

Historically, powerful lobbying organizations and unions—such as
the National Education Association, the American Association of School
Administrators, and the American Federation of Teachers—have fought
against efforts to\ measure the performance of teachers and school systems.
They prefer the present system in which it is impossible to pinpoint respon-
sibility.

By far the most important deficiency of our educational systém is

the absence of a professional tradition of self-correction. The scientist
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has to provide the results of his work to colleagues. The mark of any
developed profession is !the practice of corrécti.ng mistakes. But the
educational establishment has no means to perform this function. The
Office of Education will not do the job. One hundred and ten years ago,
Congress créated the Department of Education and charged it with broad
responsibilities including: .
"', . .collecting such statistics and facts as shall show the
condition and pr@)gz'ess of education 1;11 the several States and
Territories, diffusing such informatio;n respecting the organiza-
tion and management of schools and school systems, and methods
of teaching, as shall aid the people of the United States in the
establishment and maintenance of efficient school systems, and
otherwise promote the cause of education throughout the country. "
Yet, in more than 100 years of existence, the Department of Education—
now the Office of Educlation—has failed to come to grips with the need
for proper accountability within the educational establishment. In my
opinion, the National Education Association and other professional
educators wield so much influence in the Office of Education that it is
unable to act objectively and in the public interest. The burden thus falls
on Congress and on this Committee to act.
I recommend, Mr. Chairman, that you and perhaps your counterpart

in the House of Representatives appoint a banel of nationally prominent
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persons in representative walks of life to develop National Scholastic
Standards.

The standards should consist of specific, minimum competency
requirements for various levels—second grade, fourth grade, sixth
grade, and so on. In addition, there should be a formal system of tests
to show not only the relative standing of students and schools against
national norms but also whether students meet the minimum competency
requirements. This would provide a yardstick to measure academic
performance—a means of assessing achievement of individual students, ’
effectiveness of teachers, and overall academic attainment of schools.
Summaries of test results by school, district, and state would enable
parents and educators to measure where their schools stand relative to
the national standards and to other schools in the country. For the first
time, parents would have aimeans to hold teachers and schools accountable
for the guality of their work.

The states should be urged to adopt these standards and administer
examinations. However,' if local authorities do not provide the service,
parents should be able to have their children tested againsf the national
standards at government expense. »

Nothing in this proposal would violate the constitutional separation of
powers between federal and state governments, nor counter our tradition
of local and state control of schools. I envisage the rendering of a service,

not regulation in any way, shape, or manner,
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The creation of National Scholastic Standards is the minimum step
we must take, Lord Kelvin said: '"When you can measure what you are
sbeaking about. . . you know something about it; but when you cannot
measure it, . . . your knowledge is of a meager and unsatisfactory kind. "

The need for National Scholastic Standards has been recognized by
some national leaders. For example, in 1963 Presideﬁt Kennedy became
interested in this proposal and asked for my recommendations. He sent
my proposal to the Commissioner on Educétion for study by the University
of Chicago and the Carnegie Foundation. The President kept me informed
of their progress. This effort ended with his untimely death. President
Nixon in his education message of March 3, 1970, also urged national
standards as a means of measuring the effectiveness of schools. Yet today

~ we are no closer to having these standards.

The American public is becoming aware that our educational system
needs correction. A poll taken in 1976 shows that, by a margin of 2 to 1,
Americans are of the opinion that all students should be required to pass
a standard nationwide examination to qualify for a high-school diploma.

A few states have made preliminary attempts to set standards. However
these efforts cannot substitute for national standards.

Our states and Congress have been most generous in providing funds
for the education é)f our children. Oull' per capita expenditure for education

is greater than that of any other country in the world. But neither the
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states nor Congress has exercised adequate oversight of how the money
has been spent. ‘

The impetus must come from Congress to see that national standards
are set, Congress cannot rely on the Office of Education. If Congress lives
up to its responsibility and sees that standards are set, I believe the public
will demand their adoption by the education cdmmunity.

We would be wise to heed the words of Aristotle who said that the

chief concern of the lawgiver must be the education of the young.
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EDITORIAL
From

The Journal of Eesctor Science snd' 'echnolo Yolume

Inportant decisions relative to the future dsvelorment of atalh pwn
st frequently be made by pecpls who do not nesessarily have an intimate .
knowledgze of the technical aspeots of reastors., These people are, nmcth-hu,
interested in what a reaotor plant will &, how much it will cost, how leng - o
it will take to build, and how long and how well it will operate, When they -
atteapt to learn these things, they becors aware of confusion existing in the- .
reactor business. There appears to be unresolved canflict on alaost overy bm .
t.l'unt arises. .

1 believe that this confusion mm.rmnnumtwm
the scadenmic and the prastical. These apparent conflicts can usually be - :
oxphined only when the various aspects of the issue are resolved inte '.hltr

tical comp To aid in this resolution, it 1s pessihle - -
to d-nne in a gensral way those charasteristics wiich distinguish tho one tn-

the other,

. An acadexic reactor or reactor plant almost always has the ronmdn :
bazic characteristics:

1. It is simple.
2, It is saall,

3. Itischesp, T T
4e It s Light, e

5. It can be built very quiekly. ,
6. It is very flexible in purposs (“omnibus resstort),

7. Very little development is nqnind It -111 use -uu; S I
®off-the-shelf® eomponents. .. ..

[ N nommuumnwm numnu;nunm.

(n the other hand, a prectical reactor phnt can bodinhguuhlt:th.
following charasteristics: . :

[
°



A comwon exanpls can be given to indicate

5

6.
7.
8.

- gensrelities:
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It 45 very expenaive,

It takes a long tine to tuild because of ths engine

developasnt probleas,
It 4 lirge.

It 18 heavy.

It is cuaplicated,

LR
. :

ering -

the spplication of the above-——

-

A fairly conventioral academic power reactor might use natural or slightly
enriched urazium rods in which the burn=up is & minimm of 10,000 megawatt-days
per ton., ihe fissiin products &re confined to the fuel elezment by a simple -
¢lsdding teabnique. The elsments operste in high-pressure water at 600° 7.

In the prastical reactor, difficulties are encounterod, Fo elezext of --
the above type has bean tested beyond a few thousand megswatt-days per tone
Eight years of work on hich uraniua fuels have failed to produse o

e3 which give really satisfactory performance in weter at

oven 200° P, - -

At 600° 7 uranium reasts vioiestly when exposed to water, The Chalk Riwer -
- experience shows the difficulty of maintaining a plant in which some fissien- .
products have escaped. T LT

The tools of the acadeaic-reagtor desigmer sre & plece of paper-uﬂ Ly le ]
wWth an ereser, If a mistcke is made, it can alveys be erssed and - -

" changed. If the practical-resstor designer errs, he wears the misteke
Everyons tan see it. N

The scademiec-reactor designer is a dilettante, He has not had te-asewms -
any real responaibility in connection
lnxuriate in elegant ideas, the prasti
to the sategory of ®more technical details.” The prastical-reastor.
must live with these same technical details, Although recalcitrant amd -
avorard, they mst be solved and cannot be pat off until tomorrow, Thely
solutions require magpower, time, and mensy, :

Rhis neck; it camnot be sresed.

with his projects. He is fres Se

around

eal shortoomings ofﬂchcnhw

Uafortanately for those who must make far-resshing decixions without the -
benefit of an intimste knowledge of resetor technology and wnfortumtely fer -
the interested public, 4t s much easier te got the academic eide of 8n

4ssue than the prec
asademic resstors have mere
yeparts and

toal side. For & large part those imvolved with W@ -~
inolination and time te present thedr ddeas &n~
erally to those whe will listen, 8ince they are inmocently ¥
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of the real but hidden difﬁc\.ltic-l of their plans, they speak with hclt- .

focility and confidamce. Those izvalved With prastical resstors, habled by a

their experiences, spcak less and worry Gores
Yot it is incumbent on those in high placcltonka wise mm«uaﬂ

it 15 ressomable and fmportant that tie pablis be correctly informed, It §s -

consequently incuzbent on all of us to state the facts as forthrighitly as -
pouibh. Although it is probably impossible to have recctor idsas labeled -
as “prectical® or “acadenic” by the authors, it is worth while for both the .
authors and the audience to tear in mind this distinction and to be nﬂa‘
thereby,

H. G, RICKOTER

Captain, USK

June 5, 1953
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" all beon confined to techniml mtterl. and they have not required exten. '
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During the past fiftecn yesre I have addressed tha students of the

Postoraluate School at Annapolis on & numder of occasions. Ny talkas have

sive preparation, beccase I vss talking about gabters foolliar to me, and .- )

o vueh dont ‘with things, with onginesrxng fasts, vhich 1 conld umu vtth

soae facility and vith objecuvlv.
But when one talks about how & jod is d.nno, he nocessarily talks adoud

people, ani not sbout things. Ho enters the reals of the subjective, His '

thouchts and his astions sten ﬂ'OI: his personality, from hs ovn experiencs,

fron hiy ovn view of things. Tha temptation is strong to talk in gonsralie

e on "- Ln othsr vords %o dsroride mot & man bul vho posassses the attridutes
. ofs ool ' ' ‘

ties, to dsfine ecoomplishment in tarms of standards of organisationg or to e
stross the oftropeated qualities of hmrsup. such as intolligence, vhdou,

honesty, virtus, tact, grace, agressivoness, h\niuty. gourege, tenacity, and

—

In ny yomger days I was both-rad. by thass sriteria. Somehow, things

Just 414n't work out the way the bBooks on administration and on leadorsMp'

. leader, 4f 1t were really nscessary that I possess the twenty or so quali- -

said they should, and I early became avare that I could nover qualify as a

" tiss most books or artioles on lqMarnhip olained to be necessary. So tar,

! ‘I Mn faund no one in the Navy or in 1n4utry vho 'ponouu noTe cm a

fov of these qualities, snd % 1 bave rogrﬂhuy em to the. ecnclndn

that ‘t:o only person who ever possesoed all of thea d1ed sooe 1900 yoars ags.

I nention this Decauss the quest for the $anoxeidle may so condition

.uutopmtuhuwwmmmgm.

4.



429

Tolitics has been do?ined as ths art of the possitle. In my epinton, :
pouuciam: are thoss men Vho nore face uwp- to the realities of the vor'l.a. h
ard of mankind, than any othor gronp of citisens. A politiolian must got
thingl dona, or he loses ofﬁeo.

| T comena to you the volitical approach tovards accomplishing objoctivn.
Cas thing that can be catd for 18 18 that 1t vorke, A very eatasat Seoretery o
of the Havy, Wr. rom-tal. once salds SJovernment without ponuec is
l14ke conception vlthon\_ sox.¥ Apd 1t vill yrobauy surpriss you to knov- _A
that evea Goorge Vuhinau.n praoticsd politics in the appointascnt snd
pronotion of officers vhen he considered g% nscessary to 2 #0 for the
pn_blio sootl. He once wrotes ) .

"But 12 afficers vill not 6o into the political motives By

i

! which I am sometices governed in my appointaents, snd vhich the
| .

#90d of ths comaon causs renlers indisponsadly necessary, 1% is
unfortunate; dut 4t cannot, hcann it ms not, Uvert ne m- )
the practice of a duty, vhich I think premotes the intarests of

" the United States, and ll oconsistent Hﬁl ivhl Tiev ot that

power wdsr vhich I sot?, .

l Ths dovelopment of naval mlnr propuleion plants is a g00d examplo
of how one gpes about getting a Job dons, lt 13 & good subjeot to stuly
for inpthod-. decause it involves not only m aeeoapumg gf [§, T2
8l red difficult techniosl operition, in which expenditure of hundreds of
aillions of dollars 1s necessary, but ales dessuss §t involves the fn¥i-

asto wﬂim together of tvo urp goverzacntal crgm-nm. the lcvy
uonthoouhul. na-dvlunormnuoa.!hnuulnra '
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. Comuionton, on the other. It hée involved the ostabnshnentvor proca&mfu
Cena vayw .of Mng fovernmant business for vhich thsre‘m no precedent, '
' a4 which 1 balieve vill be necessary in fature for d niler largs projects.
» The first step tovard aacoupuuhin.: mythug is to hm a .gon. Gonmlp
'mmwumnmm . At aons point. soonsy or later.

: orjuni ztions lond their nnzes to’ & project, dbub ﬂn congept and tht uuua;
wvor': is always -tarted by en fndividual. This 1s a1fficult for nnitu'y )
o psople to comprohend, 'beo,mo they arc used to operating wnder a relativaly .
i' ‘1 Tigid rporsanal aystem. Official letters, for example, are written dn ‘- .
‘_ _the third porson; ths azpaarwnca is that smn'em or an Office doss some~ -
" thing. It should be cbvious thet Burenns sad Offices are inanizate, &nd,

t.‘urefore camot genorate 1deas or do mw.

Zarly in 1945 the Kanhatton District decided to duild an atonic powsr
. nile to demonstrate peaceful epplication of atonic energy. Im‘hmtry, .
mn as ths Ammy, Nav® and Ay Corps, vere invited to participate in the

" tecknical work at Oak Ridss. Several officers and civilians vere sent by R
‘the Navy. I was the sentor cue of the group. ALl of the meval officers
" _ond the eivillan onglncerl were sent as individuale to be assigned by the
Mnhattm Dietrict as thay cousidsred necessary., At Oak mdqo the nvy
poople were asaignad to varjous disconnected activities and no serlous
thousht was glven to their od:.uoatlon. I soon realized that unless tb
_ Invy people were org;ni 1 1nto 8 wnit and their training and education
»lsynmﬁnd we would complete our year's stay at Osk Ridge snd %111 mot B

"*te prepared to cczmence work on sa lﬁic pfpptlttcn plnﬁ 8ince the e
_Euresu of Ships vas in no position formally %0 rsquest sach otminnn.
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1 established personal relations with the nuﬂary and sclentific pocph

as Oak Rldga. and soon all of the Hovy peopl.a vore aasig:ad to me. I )
menaea for their general edncat&on in nuolear nnﬁ«orl. and, in addition, )
aaaipad em-_h one a speoinl ty in vhich he vu to beoo:n pronciont. The _

- Tesult was that by the tine we left Ok mdgo ve had the mucleus of &
~ technioal organtzation,

. - The prep&mt.ion and tho vrzung of rcportl 15 & tedions a.nd. mve!em

Jc‘b. vhen ons is already devoting moat of hie time to ltuuly Bt I mv .'

et 1% vae importent that the Chief of the Bureau understand what wve voro i
doi.nc. So 1 compiled a 1ist of reports which wers to be prepmd d.urlng _
the yoar ma. au!.gnod. thm to individunls to prepare. The result vas. thn"';.

onc- ovory tw wooks & report covering & lpeetﬁe technical subject vas

. “sent out. These reports served tvo voluable purposess tbey forced th. i

. stulents to lsarn the specialized subject, and at the swas time they uma."
to ciucah the leading pocplc in the Buresu of the nctun:l. status of mlur‘
po:or. ’ i C )

The next step vas to selest o suitable naval vessel, and & saitable

" reactor to be dovoloped. Afier gonsiderable digcussion we q;raod. that
_$he wubaaring offered the grestest pronise, and that a thersal neutram, .
vner cooled nutor. the best propulsion plaai. R
'_ Because we wore closely organizsd and fdrly nn tra!nod u nuclear

" tachnolezy in adcordance vith vhat m kmvn At ths tize, wo vere in . :
:puuion to take ulxantaa of ny opportunny \duch nldat u!.u. M a

“mn opportunity sccn osme. . . - . . - L

Bocmowrknthopmrﬁhnmudpudmtmmtnu. B



432

the ‘tonic Fnorzy Comaisalon, which had replaced the Hanhattan f)lsf.r!.ei._ )
dscided to conoel the project. Becmu vo vore on the cpot bocaunse we
wore ormued as a group and knsw vhat we vnntod ve vere adle, withoud
ths Vaghington euthorities realizing u. to divert the peoplo ant! thp offort
" at Oxc Bide to the study of a aubaarine pile. )
Shortly after this, we all roturned to v;mmon; Ths naval group
was broken wpy and ssuigned to different dutles. Yevertheless'I contimuad
"in my effort to achieve muclear propulsion for:a submnrine, There was pov
‘s zroup of scientists and engimsers stulying the prodlen st Oale Hidge, But
8o authorization for the work, and no roquirement for a muclear submarine

by tts Favy. Obviously 1% was only a nmatter of a short time beforo tlu

" work would Ve terninated, waless the Yavy 1tself docided 1t vanted an ateﬁ:s’
uuba-xinn and succesdod in convinoing the Mauc Zhorgy Cormission that 1t
waz iaportant. ;

’ 'So the nox-t'ntm was to odialn a THmting ldcenss®, This is & -p!.m‘
of pnjer vhi.ch ecuthori zas ons to do a cortain thing., It is qutly
. ca:ued a qucuva. or some such d.ucuptin tom. One must have such & E
pi.ooo of paper as & "Juhting License%in Gmment. if he 1s to get n.ny-
thing dou '

Contrary to vhat nout faval ofﬂ.eeu \onm, pm'timmy those who -
have not had duty in !uhlngtaq. policy letters and omr izportant docoe
pentes sizied by ths Secrstary of the wa;y or By the cluet of Faval - )
Operanona are not prepared by them, dut by the mtnhr ind.ivid.ul v!w',

" wontc the Job doma. I8 4s be who aust ficht the policy letter w -
$ho variocus Jayers and lavels defore it rnchu tho m-r of Yaval
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Cnecratiéng or the Secretory of the Havy.

» This x'o'qnire- tenacity and considersdle patic;noo. Yecause the Navy

Doportoent 16 like an sutopodile \'dth six individaad ‘brakm; the onr caanot
start unti) all six passengers agree to rolom their brake. Many individuals
1in » large organimuon have ths power to say "ot » and many projects are _'
stozped becau.so the origlmtor oeots 8iccouragemsnt after uncourmut u&
finnlly says "what the hell®, or elaa is trannforred to other dnty. _

Therofora, one must have a saleable item which appeals to a largs group
of necple « preforadbly to those in responsidle ponniom. As a rule, the
higher people are in an org-en.isauon. the more receptive tho; are to new.

Aders, and the problen 1s how o gat to these high people. This requires

Va thoroush kmovledsne of the ofganhation, of .tha mental attituls of thosse
who riight approve and of those who misht disesprove. . Thers are many who

.will ddgapprova. They ars lti:o onlookers.in a struzzle in vhich they have
not *wnom stake, They are alepnt at the ouquttu of orennisations,

- dut w!thout experience in doing ﬂnlm. They must bs by-passed,

. In this procesd of obtaining the 'Euntﬁg License®, as well as obteine .
ing npproval G ahy othsr impertrat idea, the method of presentation 1s
dmportant. If you have & proposal wvith five po!.xih. for exsmple, don't '

. try to coll Ali five at one tims. Likevise don't try to sell B points
H_xahlth.naonsly to & grouwp o.t 8‘ people, If ono of the B oﬁjeeh_to one of

- tho rcmuah,Aha vu”l- vots against your entire paskmge. It throo of
the 5 each object to ons of the proposnh. then yw.r whole packags tl k

" lost. But if .m only present ons proposal at a time, you can stend to
bave two people vote againat ypn.' and st11l win eut.
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T It e nco véll to rezember thet mny u;m-tmt poopza fa4l to booon. S
. interostea 1n various projecte. not ‘becau-o they lack 1ntorut. 'Imt hc&uu

- they lnc). tins. Thorefore, yon nust so plan-that your own projeet reeeivu -
. the attention of thece peopls. '

Having ebtained the *Hunting Liconso' you aut et about lnplonenting
,'u. 'Hun‘ing Licenseg® ars not too difﬂonlt to obtain. The pououion ofv ‘-"zv"-
' a ncenu u no gusrantes of success. 'l'hsr. are gomra:lly nore hlmting v
. ucensea hmd. then there are desr %o 'bo hun%od.. Only the perlhtont hunt.r
) ever gots a dser, First the hunter _n\ut] got & gmx this s vnlgtrly known
i in éoﬁment as "ponsy® - a.nd without money nothing dut good will can be o
| obtatned. o
It tnku conglderable thought, work, and ulo to obtain the f\mh

Vneconsz.ry to carry on a large project. But since nothing can ‘be done vdth-_‘ E
= out noney, this necessarily takes priority over all other matters. »I_n th. .
Defense Fstablishment there are about B offices ve must g0 through Yefore o
: the ‘cose §s preSentaa t; the Buresu of the Budget. And any oune of ‘these .

i oan deny the funds or dacrense the éomt& . -~ .

In the-AZS-4% 1s much less &ifficults—The Gass is presented to the
five -Commi¢sioners, and, if they spprove, it goes Airectly to the Bursan
of the Bulget. o '

1% 3s extremely fortuuats thut 4n the early ylnn of our project we 4
 were finenced almost ‘entirsly by the AZC, To bnvo had to go throu.d: the
" gevy procedure in thoss days, end to convim th. pany pooplc vho youuud

veto pover - might have resulted 1n consideradle delay h gotuu -mm
l In the .beguming we obtalined nurlyi all_of:m ;\md.- from the ATO. b
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Oralunlly the Bavy portien has Seen incressing, until mow the ATC supplies
about 7§‘,'~ of the regearch snd d.av;alopmnt funds, and the Xavy ‘odout 268, -
The sbility to drav on funds m tvo distinst agencies is a very valusble
one.. then Qm rules of one &o not pemu certain work to de done, ths rnln -
of tho other gonorally do, : ’

' The &%Q, by hv. controls all atonic energy vork: no ono, lnclmung t.ho
‘Havy, can engage in this vork unless authorizad by the A%C, It ‘becno o ‘e

- obvious to me from the nnt. that 4f wve wvere to play en aotive and. d@iﬂ- k
cant rols in dsvelopicg naval atopic propulsion plants, we had to boomy_ ' ]
setrd2ished ns an integral pars of the AZ0. After abant.onn yoar of ponti_k-'
1ns T was finally ordered to daty in the AZG as Chief of the Iavad Renctors ..
Branch, At the same time I v;c assigned additionnl duty as Head of the

: iu]snr Power Division of the Bﬁreau of Ghips, Thus, m person, one group
of people, ncted for both ths AIC and the Navy. By being part of the AZ0 ve
_aghieved a powsrful position to assist in formulating policy and in !mnu!u o
A'lonoy:. Ve have offices in the AXC and in the Navy., GSome of our officers .
aTe assiened to the ATC, woe to the Navy. Zhs szme spplies to oivilian
_personisl, Vo use our officers, our sngimsers, our clerical help, intere
changesdly « just as we nig our PONAY. .

49 far as I knov this vas the first instance in mornmnt vhere &

v oiwla group of pOO‘,\IQ acted in a line caplclty for both 'a nnuar,r ogenoy
.aad. & ofvilian ageney. In lod.arn war the Mutw eannot :tand. nou. The
armed forses are dut the cutting Odn ot a mrd; tho civilian oﬂm. o

'l....l*..".i-..a 4sdustry, govermient ent the mtiom h- titu _s uad mm '_'

mthnwottho.mrd&lchtuhupthunm
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Tiarefore 1% 1s 1li¥oly that shis typo of orgn.nizauon wvill bo fonmd .

“4n tue future, Our way of doing bunmau 4s knovn sané approved by th.
: Burcau of tho Judget and by tho a.oproprlau Congreuional cm&tton.
In conscquoncs of our being a literal part of the ARC we heve been able
) tn h.xve the two no:t competent AEC reactor 1aboratortes. tha Bottu Lab at
Pistsdurch operated hy the deuund:mo Tleatric Corporauon. and the EAFL
I.a‘b neur Sehonectady operatcd. by Genoral Eloetric. devoted u.lnout onunly
%0 naval atomic power plants. Vuhont the use of thesse lade and the n&w
" hundreds of experienced reastor sciontists and englnsors 1% would not have
‘been possidle to meke the progress we have mads, S
' Our single group, oporating for the m agencies renders it poad‘blo RS
" %o mako decicions quickly snd vith a minimus of Ted tapes Ve deal directly
, \ﬁth laboratories, with mni‘ncturey: and vith shipbuilders. Nearly ell
" actions are teken by long Aistance telephons; we have spocial leasod vtrel_
tor our projeos = and the decisions can be ooaﬂmod. later YW lottar. ‘
'm exaayle of hov we aot rapidly u the manner in which we incorpomu
. &nto ths autilus such changes as have besn found to be necessary as the
result of oporating expsrience on the submarins prototype >at Arco. Ye have .
& Ob:n:s Board conslating of thres mewbers, ono from my orazeni muon. [
from veslinghouse snd one from Bhetrxc Zoat, The three p!OplO neet onu

'.‘pcury No vaeke, #0 ovor momnded ebnnepl and nnka f£innl t!neiuou om

tho spot, and that same w.

vogplg. Everything in this vorm u dnu by or throud: peoplo. ¢4
ﬂn proper neople ars obtaued. there is no other wblu. Itisa huacy e

] ‘bauon mt the head of an orpnznuon can delagate this rupomibuuy
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° nn exsloyient nenngar or to o personnel uu;na.ger. “his pay Bs possible i o
n the case of eclerical help, but s certainly iot ths caso for officers
nd engincers, . ) ’
The problei: then becomas one of recrulting peopls who are mors competent, -
r ao.onuau.r nore eompetem. than the haml of the or;ani:nuon. 'i'hh lo
be single mnt inportnrt rosponsidility of the adminhtrator, end he camnot
blegnto it. The lmovedn roqnired for prepor loleotion of people is knove
odse of the daépest kind arnd which damnnds -on of us, - Knovled@a of things -
r of logien) propositione is much eesier to aoquirve than knovledge of .
ersons, - . . )
Gfficer Unlection. Vs ée;ect betwson 4 and 6 officors ‘eac‘h yoer and
and thom to WIT for -p;c&al conrse of 1 year in muclear encincering. ¥e
ave foud from considerable expsrience t!mt seTvice ncori- are only
bout 40 to 50} effective in Juixing en officer = decnuse the records,
# & Tule, do not show motivation, An officer mny have outotanding fitnsas
onf;.l. but not neaesesrily de fitted for scieatific or technicel work, or
ave thast oullook vhich ie essential to accomplish &iffscult tasks, Fiite
pss rouoris are generslly based on how well an officer &;u the particalar
ob ncsfignod to Mm. But they do vot usually Qd.icato that he 1s earnont .
n pranqﬂ.nc bimself for other mors difficull or complex duties == $a short
he.t kg has the ueauary hish dasrco of notivnuon for improving himself ‘
rofesnionally. And tho sinple reason fitness. nporh 4o not nhov this Ly et

3 Yocause faw officers are so nountca.

" our pragtice is %6 soloct ths mest —-ai.-.‘.ag zppne.-.nzs aml baye e
hair ¢:me to Washington to bs intarviswed By a nmber of our peopls, JFor
:nmh. we rocently selocted 8 otﬂm- of 17 vhn osme to Vanhtngtn.
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. The 17 had vhat sppenred to be the bost records of about 40 vho applied,
“hat T look for &n an officor-is a Ma_x degzree of intelliponce,
1' enlhurisam, willingneas to ncccpt‘rospon-lbuuy. end the ability to oarry
t.hrc;'uﬁx - t0 got things dono on hto_ own, and dospite obdataclaos. Our work
48 ro rov, and so vaost in its acope; it is increasing so rapidly, ehatvo ‘
Euat h:ve peoplo whe are capable of dsdicating themselves to a couse vl\hf .
out e ard to tha effort or the hours mecessary. ‘
e attempt to {nstill the 1den of total Tesponsibility 4n each
1nd1v12gal = that he is personally miponyibio.' not only for his own
specific part of the Job, but for everything we do. A true sense of n—
| sporeibility once instilled in the individusls of an organization vill, in
" & short tine, make that organization stand out from its competitors to &a '
extont tmpoesidle to achieve by mere eoehnicnl_. or professional superiority.
This syatem has deen in operation fer 7 years; during this time I havs
never nccopted an officer without an interview. The batting aversge Based . _
on peiformonce 16 sbout 60%, This is uch greater than 1s usually found .
1D industry for sioilar importent jeds. 2575 would be considered very good,
The younzer the officer, the greater ths ohance hs will wake good, The .
015.‘(‘? officers are, as & rﬁle. alreedy too much sat in their hadite ‘of
thov:h:, and ha.vi Yocone 4ndootrinated in routine ways of doing things.
i A"Ihgy are mere 1ikely to be unable to mccept mow cutlooks and nev vays.

Bo the man ever so brilliant, 4f his prejudices have sast his thindng

.48 & certain nold, so that ho will mot accept obsorvations which ere no% -

ST 1ine with his restricted thinking, & chance wuzget of an dea Will Te= " . .
"’ main an clay in his sicht, arid he vill never tacover 1ts trus valus, '

.
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2lp of the characteristics of enginsors vhich I hove frequontly obsor_vgﬂ._u
204 “ngsh cust ba gurded agrdnst $a the seerch for exict sasvers, aad the '
feolin of fragtration if thu exact angwor s Bot forthcaming. Chis prodadly . '
stons from the many years of high school and collage training wvhere t.ho
sasvsr {9 Alvays to be found 4n the back of tho \oqk. and tha roonng of :

-huon vhid\ .comes vhen, after tryinc several solutions, end looung m: ~‘
tinly at tho ansver, tho latest tria.l ﬂ.nauy wvorks. ]
K Unfortmtely. 4n Teal 1ife there are no exact or final engvers. Ina. B
Jo'b \Meh must £o shead: at a rapid pace ve eannot withhold Judgnent 'untu. ’
all tha facts are in®. Karely is all ths mdcm at hand, Decisions mt
be 2als, and action takmn, before eomp).ate knowledgn can be acquraa.

" 1 have for some tims thoucht ehatsMofonrpresthQ.un lt-

from this chn.d.uh tauh {n the onstonco of porfoo\ snswvers, 1t requires
a cegroe of mtuﬂty to realizs thnt all solutions are pnun onos,

mn the resenrchos of the Pythogoreans brought thm face to faco. vd\h
1mtlena:. nuzbers, they were ovorwvhslmed dy ths d.lscmry. lt conmuem
the tmldmnm tout aof mu- philosophy that everything is retional.

nllu oan be suzmsd up by saying that regularity 4s sbnoranl, nd. that

ths tfr'gnlar 1; d\mn nore common than the rogn?.lr. Lo
- In selecting civilisn enginsers I have come to the conclusion, after
" many years of expericnce, thnt I ean do bettor by uploﬁng young men Jusy
.out of eollezs, and tmung thau nyself, M by hiring u-cauod exper= ‘

{enced enymn vho M now m ths angwers, )oemo of the lntemn

ia muslsar pover I e= -M- to espley ﬂn w.lsunung mm of hchual

colleges. A nuiber of us .penanmm.umof_.mnoom
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of intarvieving for esch youns graduto ﬂnany gelooted. Yo consider this C

thu sinzle most important duty we havo
\e esloct adout § young graduates each year end gond thom to the Oak
Ridce School. of Reastor Technolosy for ons yanr. l‘lpcn theh' return {0 uve

they are glvon Jnst ag much ronponsibuity as thpy ors abdle to hantno. "t.ro L

) h ne 11mit to what thoy are allowed to 40 = u 1on5 as ther do it well. ‘

1% ig entirely w to theia, "hs Ja‘b 48 80 vast technically, and thore are co '

' sany wnsolvod vro‘aleu, that it is nko a tottoulou pit.

 Ths training of our people goes on forover. ' Much of vy tine and \hu .

~of my loading peoplo is tpon in personally pointtm; out errorl. Ons thing
" that hoe impreseed me adout our Kaval Sorvice 1s tho 1nﬁ-eqmncy with vhieh

have clways considered this a primary part of ny duty —= because-1t 4e the
" vost way of transnitting what ve knov to those who follow us and who vsn
have f.o asgune our responsibdilities. . . s ;
iTds Gng~tosdny personal amm;m 1s the essence of training. It 1s
" gomerally umpleasant, st the time, to tha oms who is deing taught, booause
faw people sre adle to &ccept criticim impersonally, And yet 1t s
esneutial that the one vho L6 belng taught Tecoguiss that eriticion 48
impersonal == that tho oritiocien is of the mst, or of a thing, and mot of ..
7 the nerson. This is a"never4nd..ing Job, but 1% more than pays off. Unlui
. ons continuolly does this, uiless hs mntﬁntu traine others to do bis . A
: vork, e decumes completely lstted ad clrowporiveds .
' mMusmwuntouquntmmmmum
10 or 11 times, dut 4f the lssson is leorned the 11th time == that arves of

" officers I worked for took time ponmmuy to oxpld.n ny mistokes to me.’ ! :

.
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wari: cm’x‘ba }olinquas)ma forover =- and ono i¢ free %o go on to other things. )

In an orgatd zation vhore the work 1a expending rapidly this procedure s Tl
essantinl. If an $ndividual ghows he connot learn —= 4f he cennot grasp

 nov 1iaae, 18 18 Best to leavo hin go vithout too much delay. It ie @ tritm
tha: roung menm do not ehov creater prontee es thoy grov older; therafore one '."
will 02 d.hnppnntea if, a.fter [y mon tine or trtal. ha expscts ruucal

_daprovazent, . . o

. .. man, by working 24 hours a day, could multiply hinsslf 3 times. %o _«»‘ :

A nl 1151y himsslf more than 3 tizes the only rocouru 1a to trMn othnro 0 -

take over some of his work. ) : . )

. tome of the iaau I try to got across to tho people vho voi-k wvith ne 1

u‘e thc ‘followingt . - N -

. 1, Hore than mb&tnm. more thm abiuty. u 10 .nILI thnt unit

contridution; rules are the lowest connon donosinntor of human
behevior, They are a substitute !.or rational thought. )

2. 51t down before faot with an open mind, Be prépaved to glve wp
evary preconceived notion. ?ouév huzbly whorever and to whatever
shyss Fature lesds, or you learn nothing., Don't push out fisures

) shan the foots are going in the opposite direstion, . » N

3, Froo discussion requires on atmasphore unezbarraesed Yy ey

) suzzestion of Aauthortty or even uapoét. 12 & subordinate nlvays
agrees vith hig ouperior he 1s & useless part of the 6r@nﬁ sation.
In thie connootion there is m .tori ét(Mntrln 8ins vhen he vas
on Qaty in London during ¥orld \i}r I_." He called a conscienticus
hardevorking officer u.h uy to whhvhr he was &issatisfied
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" formula is @ slumber that, prolonged, means death.

%
e"

7.

B

9.

10.

""Don't defend past sctions; what ds Tighd today may Do wrong

'Lnd:inery is ulowly mnunc mv. m munal moao is am
lost, the sssence of the propou.'l. h Boing vorn amm. as t!u '
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" with the officor's work., Thse officer dlushed and stocmored when NN

Sims pointed out that in all the time they h-ul beon toether tho

officer had never once u‘n.gree& vith Sims.

Al men are dy nature vative dut o vatien 4n the ailitery

} prot‘euion 1e s sourcs of dangor to the country. One must de uady
) to change hu 1ine charply and uuddanly. with no concern for tho

prejudices and memories of what was yuf.erdny To rost npon a

Success teachu us nothing; only failure teachss.

Do not regarﬂ. loyaliy as & personal matier. A greater loyalty i
one to the Kavy or %o the Country. then you know you ore absomtoly
right, and whon you are mblo to do anything about 4%, completo
military eubordination to rules beconss a form of cowardice.

To doudt one's own first principles is the mark of.n civiund BAn,

tomorrow. Doen't Do consistenty consistency is the ﬂ!nga of tooll.
Thoughts arising froz Sprastical® experience may de & bria.lo or &
sour. ' S ' . -
Optimien and stupidity are moarly synonymous. ) . -
Avold over-coordination, We have all obssrved uonthu—lo;ng delay | .
causad by an ?flon to "br;ng all 'ncuﬁuu into complete AELO= v

mont ﬂth 8 proposed pouey or procedurs, While the coordinating .- '

porsens most consernsd impatiently ewald the decision. This
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procoas hnl ‘boon. apuy enlled ¥coordinating to doath"

A gystea wnder vhich u tnkes threa men to ehack what ons is doing u

Dot ceatrol; 1% ds-systenatic ltrmgnlnuoa. . ) '

Lachinignl Commiancy == In 1943, after the dsfeat of Dornmv we uas uezm-

-6a) nigsions to Bnropo %o learn vhat wo conld of the enony var effort. o1, _‘f:‘

Zeslte Siaton vho vas at the U. S..Arny Aderdecn Proving Groundc daring the =

war was ons of those sont to -tw the C-omn tochnological effort. Bo .

. roporisd that the Geramn Mr Torce had boon fnr saperior to the Gorman Amy
and Novy 4n science snd in technolozy ‘bgcmo the Oorman Aly Foros had _

svailable at their hoadquarters' organisations people who were equally
coupotent ap those in industry with whom they had to daal. Ap s resnn

1t 13 safe to say that, soncidering tho effort roq\urml and the nmeama

of mon and matorials, the Corman AMr Force performed the outstanding devoe

lopmont jodb in airerafi. Ths German Lmy and Bavy on the othsr hnnd nliod
.almogt entirely on industry 1tself to do the Jo‘b == ol the resnlt vas a
" such poorer perforannas, . .
The lesion.froa this 1s that A military ecenty vhich asvires to do a

larce developmont Job, and rapidly, wust have &t Tts hsadquarters seientiste

and enginesrs J\ut as competent as thoss who are ‘doing the work in the
field. Otbaruiuo, the hoadqurur' is at the nercy of the field and ho-
. conen enenunny an azency ‘for merely npplylng the nocouu'y !\mdl md
,‘rnhbur steaping the Geobnica.l dachiom. ';; L o
(Exemple of Vestinghouse, S.' Phﬂn. - Jot onginu) ] _
ucnnxcu dacisions in the mlnr pmr mc are ud. Jointly by the

Rozdars of ny organization and by those ia tho ﬂou. 'nuro has nover yet

92-529 0 - 82 - 29
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been an ingtnnce where we have had o order anything to be 400, ¥e crzus
thinge out, and finally a eoenon decision in reached., ' )

] “he relations we naintain v't&a the IAboratoriea and tho meny indusirial
erganizations with whon ve work h ons of coup}eto inforusiity, Ia doaling
with indastry one must alvways dear in nh;&-thak gotling along woll i.l s pAve
and take oroposition, Ons cnanot constantly chido & cc.mtmt‘or' 1n eanll

- masters, and then expoct him to moet sudden large denande with enthusiasm, |
’;'ha contractor must be given the feolins he Thalonzs®, that he is aa equal 8

" penber of & team, end He vill be traated fairly. As far as 1 nerconally em :
concerned, 1 consider that 1 -aa jJust as regponsible for 'tho volfore and

traiuing of the won and vonsn of the orgmltnuon.- wvhich 20 wvork for us u‘

1 s for thone In Yy own ovgenlzatioR. .
Resnonsibility -- On.o of the major difficulties in getting things dons

fn & Jorge organtzatica is the fact that it is practicadly imossible o
pinesoint resnonsidllity. A Puress or an 0f£1ce can't be made rospénnﬁlo ]
.becmo, as I eaild befors, they are incnimato and ﬂwreltoro are lnc;;»tuo .
of perception or of feclini. Limited tours of duty of two ox- throe yun .a
positicne of res Tesponsibility accentuate thia eftuation, -
I havas attomptod to oslve thia prodlem of “responsibility dy assigning
%0 each project sm officer vhom 1 hold personally resjonsible to ne for tha
entire projool. It is w Qo hin to use \matmr means he has to in omr to
gt it dors, Tor axm:ph there 18 [ project officer for thc mmuu.
for the Joa Yolf, one for the Centra:. smaon Ilualesr Power Plant. ml 80 eﬁ.
: ﬁesa of%icers are Yent on duty for a, 8, or 7 yours «= 88 long as musm ‘
In this vay 1 achieve permansnce and ruponsiuuty. It is _mu;. t6 inngins

vl? =
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thot rn {nitvidusd osn take charzs of & highly technical projoct, stoy two -

or throe yeers end then leavs, nnd real‘.l,v eontrﬂmtg wﬂ:in!. It this

\mrﬂ tiue then the systom usod by Isneucnn industry 19 vrom:. vith the aaé-
mtrlc d sdvanco in science and in engineering n behoovos us, the nnnary.

tq racoznize that an officer ccn no longer be master of aany akius. and umtl _
a -co:\nidornhl_u yperiod of lcnrninb; and of training is caszenticl if one is to

be more than a puro edainistirator. And.l subait there &s no sach thing u-

. apure eininisirator. A man must have tochnicnl competencs in what he ia
adninistoring: this is the only way ho can assuze tm Iendornhip and mb o
Teo)l contridutions, ) 7

Ai=Andicztration ..-'EhoAaiainhtrauon of a complex duvelopmént px;o,,raa
c@ot follow nny rulo book, The faot that it {s d.evolopment at once unu-
it &3 a genrch or & groping for knmowledge which 1s bcyond our borizons. If
knowa rules or imown t$echnoldsy would oorve to:solve the probdlem —= 1t vo.nJ.d

" mo lonier, by definition, be Asvelopmental, . '

» “lherefors, the trus test of an adminigtrator for dnvelnpmnm or nsw
-work 1s his a'pil;ty to eoncert and release ths snorgies of thoxvho vgrl: '
with hin, Tolléwed faithfully, the strict organisational approsch, with . . .
4%s feith in chonnels, Job duaripueps and organizational charts, chokss
vit:lisy, etiflos imaginotion and dendens creativity, It plays safe with
sdpinintration and, while it ho dnnbt inasures against l.bymal tnum. it ‘
als> ingurcs against mmm success. - e

“he tochniqus we use night Be called "indefinite Jurisdiction®, but 8%

oftm nrovidas a tuting of lnniauvo. competence, and imagination uhlch
producos fn¥ 'honer remlh than playing safe hy the book,
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I could go on at longth on a subjoct of this Xind. By this time All
of you should have recomiza& thet T am talking from ths viewpoint of eui
who 1o enthuetsctic adout his ovn work, ' : . . l

A fitting olou to this talk s tho fonoving oxtract fron a lotter !

v :oéentu recoived trom an executive of oms of ouwr largs industrial ”
ormimnonn o L
"»hr.'. 1 find most h:cuinc is thst ynur Job estnblishes o now concept
in irdustrial eperations, & concept of en operation which is neithsr streicht
technology nor sclentific resoarch, bz._\t o combination of_'both. It seens to
mo this concopt o going to cot the patteﬂi of the things to cone, ninco
the day of the scientist in hig ivory tower on the one hand, nﬁd an .
- 4ndustrinal operntion axploiting ®practical® lnventions on the other hand, T e
48 over, ' o _

Both technology and sclence e.:l-e rapidly becoming so complex that mo »
" oma eén prediot what vill be “practical”, and oze scientific diccovery
.rac,ni!res rany othors before 1t con de made to serve hunanity.

Con

quently a ful industricl exccutive of,tomorrow will be ons
who can mnze sclentiate and en.r;!.neorn. vork cids by sids, in hormony, e
one term == one vho will have the prectical judgment 2sd ths organising
ability to intorprot and handle creative texporaments, '

‘n ....'.C‘....
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STATEMENT OF
ADMIRAL H. G. RICKOVER, USN
BEFORE THE
SuBCOMMITTEE ON ENERGY RESEARCH AND PRODUCTION OF THE
COMMITTEE ON SCIENCE AND TECHNOLOGY
U.S. HOUSE OF REPRESENTATIVES
May 24, 1979

You HAVE ASKED ME TO APPEAR BEFORE YOUR SUBCOMMITTEE IN
ORDER TO DISCUSS MY OWN PERSPECTIVE ON NUCLEAR SAFETY AND TO
DESCRIBE THE PHILOSOPHY AND APPROACH OF THE MNavaL ReacTor
SAFETY PROGRAM. THE VIEWS | WILL EXPRESS ARE MY OWN BASED
ON 60 YEARS OF GOVERNMENT SERVICE. THEY DO NOT NECESSARILY
REFLECT THOSE OF MY SUPERIORS OF ANY GOVERNMENT AGENCY.

NAVAL REACTORS PROGRAM

[ WILL BEGIN BY DESCRIBING THE EXTENT OF THE NAvAL
Reactors ProcrRAM. Tobay 115 NUCLEAR POWERED SUBMARINES ARE
IN OPERATION; 41 OF THESE ARE BALLISTIC MISSILE FIRING
SUBMARINES AND 74 ARE ATTACK SUBMARINES. TWENTY-THREE
ADDITIONAL ATTACK SUBMARINES AND SEVEN TRIDENT suBMARINES
ARE AUTHORIZED FOR CONSTRUCTION. WE ALSO HAVE ONE NUCLEAR
POWERED DEEP SUBMERGENCE RESEARCH AND OCEAN ENGINEERING
VEHICLE. THREE NUCLEAR POWERED AIRCRAFT CARRIERS ARE IN
OPERATION, AND ONE MORE IS BEING BUILT. EIGHT NUCLEAR
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POWERED CRUISERS ARE IN OPERATION, AND ONE MORE 1S BEING

UILT.  ALTOGETHER, 127 NUCLEAR POWERED SHIPS ARE IN OPLRATION.
IN ADDITION, | AM RESPONSIBLE FOR [HE SHIPPINGPORT ATOMIC

’OWER STATION. INCLUDING NUCLEAR SHIPS, THE NAVAL PROTOTYPE
REACTORS, AND THE SHIPPINGPORT STATION, | AM RESPONSIBLE FOR
'HE OPERATION OF 153 REACTORS.

THERE ARE TWO DEPARTMENT OF ENERGY LABORATORIES DEVOTED
0 THE SUPPORT OF THE NAVAL REACTORS PROGRAM: ONE 1S THE
ETTIS AToMIC POWER LABORATORY IN PITTSBURGH, PENNSYLVANIA
(HICH 1S OPERATED BY WESTINGHOUSE; THE OTHER IS THE KNoLLS
\TomIc POWER LABORATORY LOCATED IN SCHENECTADY, NEW YRk,
VHICH 1S OPERATED BY THE GENERAL ELECTRIC ComPaNY.

Since THE USS NAUTILUS rirsT puT 7o sea IN 1955, NavaL
IUCLEAR POWERED SHIPS HAVE STEAMED OVER 40 MILLION MILES AND
{AVE ACCUMULATED OVER 1800 REACTOR-YEARS OF OPERATION. HE
IAVE PROCURED 508 NUCLEAR CORES, AND HAVE PERFORMED 166
EFUELINGS. SOME 300 LARGE BUSINESSES AND oVER 1000 sMALL
USINESSES PRODUCE EQUIPMENT FOR THE NAVAL REACTORS PROGRAM.

ENVIRONMENTAL RECCRD

IN THE TWENTY-SIX YEARS SINCE THE NAUTILUS LAND PROTOTYPE
IRST OPERATED THERE HAS NEVER BEEN AN ACCIDENT INVOLVING A
AVAL REACTOR, NOR HAS THERE .BEEN ANY RELEASE OF RADIOACTIVITY
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WHICH HAS HAD A SIGNIFICANT EFFLCT ON THE ENVIRONMENT. FoRr
EXAMPLE, IN EACH OF THE LAST EIGH1 YEARS, THE TOTAL GAMMA
RADIOACTIVITY IN LIQUIDS, LESS TRITIUM, DISCHARGED WITHIN 12
MILES OF SHORE FROM ALL OUR NUCLEAR POWERED SHIPS, SUPPORTING
TENDERS, NAVAL BASES AND NINE SHIPYARDS, WAS LESS THAN TWO
THOUSANDTHS OF A CURIE. IF ONE PERSON WERE ABLE TO DRINK

THE ENTIRE AMOUNT OF RADIOACTIVITY DISCHARGED INTO ANY

HARBOR IN 1978, HE WOULD NOT EXCEED THE ANNUAL RADIATION
EXPOSURE PERMITTED BY THE NucLEAR REGULATORY COMMISSION FOR
AN INDIVIDUAL WORKER.

EAcH YEAR | I1SSUE A REPORT WHICH DESCRIBES IN DETAIL
THE RECORD OF DISCHARGES OF RADIOACTIVITY TO THE ENVIRONMENT
FROM NAVAL SHIP OPERATIONS AND DESCRIBES OUR METHODS OF
CONTROL AND ENVIRONMENTAL MONITORING, WITH YOUR PERMISSION
I WILL PROVIDE THE SUBCOMMITTEE WITH A COPY OF THIS REPORT
FOR 1978 FOR THE RECORD.

OCCUPATIONAL RADIATION EXPOSURE

FOR THE PAST TWO YéARS THERE HAS BEEN INCREASED PUBLIC .
AND CONGRESSIONAL INTEREST IN THE HEALTH EFFECTS DUE TO LOW
LEVEL RADIATION. | AM NEITHER AN EXP.ERT ON RADIATION HEALTH
EFFECTS NOR AM | RESPONSIBLE FOR SETTING THE NATIONAL OCCUPATIONAL
EXPOSURE LIMITS., Bur I AM RESPONSIBLE FOR THE USE OF THESE
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STANDARDS IN CONDUCTING RADIOACTIVE WORK IN THE HAVAL REACTORS
ProGRAM. THUS | HAVE COMSIDERABLE EXPERIENCE IN WHAT IT TAKES
.TO PERFORM WORK WITH RADIOACTIVE MATERIAL IN-A ‘MANNER THAT
PROTECTS THE -WORKERS,

A SECOND DOCUMENT I WOULD LIKE TO PROVIDE FOR THE
RECORD PROVIDES THE OCCUPATIONAL RADIATION EXPOSURE RECORD
FOR CIVILIAN AND MILITARY PEOPLE INVOLVED IN NAVY NUCLEAR
PROPULSION AND THEIR SUPPORT FACILITIES. ON PAGE 2 OF THIS
REPORT, THERE IS A.GRAPH WHICH SHOWS THE TOTAL OCCUPATIONAL
RADIATION EXPOSURES TO PERSONNEL OPERATING SHIPS AND TC
EMPLOYEES IN THE SHIPYARDS. IN 1978 THE TOTAL OPERATOR AND
WORKER EXPOSURE WAS ABOUT ONE QUARTER THE AMOUNT IN THE PEAK
YEAR 1966, EVEN THOUGH THE NUMBER OF NUCLEAR-~POWERED SHIPS
NEARLY DOUBLED.

As IDENTIFIED IN THE DOCUMENT, SINCE 1967 NO CIVILIAN
OR MILITARY PERSONNEL IN THE HAvY'S NUCLEAR PROPULSION
- PROGRAM HAVE EXCEEDED THE QUARTERLY FEDERAL LIMIT OF 3 REM
OR AN ANNUAL RADIATION EXPOSURE LIMIT OF 5 REM. THE AVERAGE
ANNUAL EXPOSURE OF SHIPYARD WORKERS IN 1978 wAS ONE QUARTER
OF A REM, THE AVERAGE.ANNUAL EXPOSURE OF SHIP OPERATORS IN
1978 was ONE TENTH OF A REM, THIS DOCUMENT ALSO OUTLINES
MANY OF THE MEASURES IMPLEMENTED TO ACHIEVE THE RECORD OF

.OCCUPATIONAL RADIATION EXPOSURE WE HAVE ATTAINED.
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I BELIEVE BOTH REPORTS WILL BE OF VALUE TO THE PURPOSE
OF THIS HEARING, BECAUSE THEY CONVEY SOMETHING OF THE KIND
OF CARE AND ATTENTION TO DETAIL WE HAVE TAKEN IN ORDER TO
vMAl_NTAIN A LEVEL OF ASSURANCE THAT BOTH THE PUBLIC AND THE
PEOPLE IN THE PROGRAM ARE PROTECTED. V

THREE MILE ISLAND INCIDENT

SINCE THE INCIDENT AT THE THREE MILE IsLanD SITE, |
HAVE BEEN ASKED BY MANY PEOPLE TO COMMENT. THERE ARE
SEVERAL REASONS WHY | HAVE NOT DONE THIS. FIRST, ALL THE
FACTS ARE NOT IN, AND IT WOULD BE PRESUMPTUOUS ON MY PART
TO MAKE JUDGMENTS ON SUCH A HIGHLY COMPLEX SUBJECT WHEN |
DO NOT HAVE THE FACTS. SECOND, THERE ARE SIGNIFICANT
DIFFERENCES BETWEEN THE DESIGN AND OPERATION OF NAVAL
REACTORS AND PLANTS SUCH As THE THREE MILE ISLAND PLANT.
I WANT TO WEIGH ALL ASPECTS OF THE INCIDENT AND SEE IF THERE IS
ANYTHING FROM IT | CAN LEARN AND INCORPORATE INTO THE
NAavaL ProGRAM. THAT IS THE WAY | HAVE ALWAYS OPERATED.
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ANOTHER IMPORTANT ASPECT IS THE LEGAL ISSUE INVOLVED,
IT 1S YET TO BE DECIDED WHO WILL PAY ALL THE VARIOUS COSTS
FOR THE INCIDENT, [T WOULD NOT BE APPROPRIATE FOR A GOVERNMENT
EMPLOYEE SUCH AS MYSELF TO BE ISSUING PRONOUNCEMENTS ON THE
INCIDENT WHEN THERE MAY BE LITIGATION.

BASIC PRINCIPLES OF NAVAL REACTORS PROGRAM

THERE ARE, HOWEVER, A NUMBER OF FACTS WHICH HAVE BEEN
RELEASED BY THE NUCLEAR REGULATORY COMMISSION REGARDING
THRee MILE ISLAND, THESE FACTS SEEM TO ME TO REINFORCE MANY
OF THE UNDERLYING BASIC PRINCIPLES OF THE NAVAL REACTORS
ProGRAM. '

OVER THE YEARS, MANY PEOPLE HAVE ASKED ME HOW | RUN THE
NavaL REACTORS PROGRAM, SO THAT THEY MIGHT FIND SOME BENEFIT
FOR THEIR OWN WORK. | AM ALWAYS CHAGRINED AT THE TENDENCY OF
PEOPLE TO EXPECT THAT | HAVE A SIMPLE, EASY GIMMICK THAT
MAKES MY PROGRAM FUNCTION. THEY ARE DISAPPOINTED WHEN THEY
FIND OUT THERE 1S NONE. ANY SUCCESSFUL PROGRAM FUNCTIONS AS
AN INTEGRATED WHOLE OF MANY FACTORS, TRYING TO SELECT ONE
ASPECT AS THE KEY ONE WILL NOT WORK. EACH ELEMENT DEPENDS
ON ALL THE OTHER ELEMENTS.,

] RECALL ONCE SEVERAL YEARS AGO AN ADMIRAL, WHOSE
CONVENTIONALLY POWERED SHIPS WERE SUFFERING SERIOUS ENGINEERING
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PROBLEMS, ASKED ME FOR A COPY OF ONE SPECIFIC PROCEDURE |

USED TO IDENTIFY EQUIPMENT WHICH WAS NOT OPERATrNG PROPERLY .
He BELIEVED THAT WOULD SOLVE HIS. PROBLEM, BUT IT DID NOT.

THAT ADMIRAL DID NOT HAVE THE VAGUEST UNDERSTANDING OF THE
PROBLEM OR HOW TO SOLVE IT{ HE WAS MERELY SEARCHING FOR A
SIMPLE ANSWER, A CHECK OFF LIST, THAT HE HOPED WOULD MAGICALLY
SOLVE HIS PROBLEM.

I CANNOT OVEREMPHASIZE THE IMPORTANCE OF THIS THOUGHT
IN YOUR CURRENT DELIBERATIONS, THE PROBLEMS YOU FACE CANNOT
BE SOLVED BY SPECIFYING COMPLIANCE WITH ONE OR TWO SIMPLE
PROCEDURES. REACTOR SAFETY REQUIRES ADHERENCE TO A TOTAL
CONCEPT WHEREiN ALL ELEMENTS ARE RECOGNIZED AS IMPORTANT AND
EACH IS CONSTANTLY. REINFORCED.

 TECHMICAL COMPETENCE

ONE OF THE ELEMENTS NEEDED IN SOLVING A COMPLEX
TECHNICAL PROBLEM IS TO HAVE THE INDIVIDUALS WHO MAKE THE
DECISIONS TRAINED IN THE TECHNOLOGY INVOLVED. A coNncepT
WIDELY ACCEPTED IN SOME CIRCLES IS THAT ALL YOU NEED IS TO
GET A COLLEGE DEGREE IN MANAGEMENT AND THEN, REGARDLESS OF
THE TECHNICAL SUBJECT, YOU CAN APPLY YOUR MANAGEMENT TECHNIQUES
TO RUN ANY PROGRAM; INCLUDING THE PRESIDENCY, CONGRESS, OR
THE VATICAN. THIS HAS BECOME A TENET OF OUR MODERN SOCIETY,
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BUT IT IS AS VALID AS THE ONCE WIDELY HELD PRECEPT THAT THE

WORLD IS FLAT. PROPERLY RUNNING A SOPHISTICATED TECHNICAL
PROGRAM REQUIRES A FUNDAMENTAL UNDERSTANDING OF AND COMMITMENT

TO THE TECHNICAL ASPECTS OF THE JOB AND A WILLINGNESS TO PAY
INFINITE ATTENTION TO THE TECHNICAL DETAILS. THIS CAN ONLY

BE DONE BY ONE WHO UNDERSTANDS THE DETAILS AND THEIR IMPLICATIONS.
THE PHRASE "THE DEVIL IS IN THE DETAILS” IS ESPECIALLY TRUE

FOR TECHNICAL WORK. IF YOU IGNORE THOSE DETAILS AND ATTEMPT

TO RELY ON MANAGEMENT TECHNIQUES OR GIMMICKS YOU WILL SURELY

END UP WITH A SYSTEM THAT IS UNMANAGEABLE, AND PROBLEMS WILL

BE IMMENSELY MORE-DIFFTCULT T0 SOLVE. AT NAVAL REACTORS, |
TAKE INDIVIDUALS WHO ARE GOOD ENGINEERS AND MAKE THEM INTO
MANAGERS. THEY DO NOT MANAGE BY GIMMICKS BUT RATHER BY
KNOWLEDGE, LOGIC, COMMON SENSE, AND HARD WORK.

RESPONSIBILITY

ANOTHER ESSENTIAL ELEMENT IS THAT OF RESPONSIBILITY.
IN THE BEGINNING OF THE NAVAL PROGRAM IT WAS APPARENT TO ME
THAT DUE TO THE UNIQUENESS OF NUCLEAR POWER AND ITS POTENTIAL
EFFECT ON PUBLIC SAFETY, A NEW CONCEPT OF TOTAL RESPONSIBILITY
HAD TO BE ESTABLISHED BOTH WITHIN THE NAVY AND THE THEN
Atomic Energy Commission (AEC), IT wouLD NOT WORK IF ONE
PERSON WAS RESPONSIBLE FOR NUCLEAR POWER PLANTS IN THE Navy,
AND A DIFFERENT PERSON RESPONSIBLE IN THE AEC. SlMlLARLY,
IT WOULD NOT WORK IF THERE WAS ONE PERSON IN THE THE AEC



456

RESPONSIBLE FOR THE NAVAL PROGRAM WITH A DIFFERENT PERSON
RESPONSIBLE FOR THE AEC LABORATORIES DOING THE WORK FOR THE
NAVAL REACTOR PROGRAM, [T WOULD NOT WORK IN THE Navy 1F

" FIVE OR SIX DIFFERENT ADMIRALS ALL HAD CHARGE OF DIFFERENT
PIECES OF THE PROGRAM, AS IS OFTEN THE CASE IN OTHER AREAS.
[T WOULD NOT WORK IF THERE WAS ONE PERSON RESPONSIBLE FOR
RESEARCH AND DEVELOPMENT, SOMEONE ELSE RESPONSIBLE FOR
CONSTRUCTION, AND ANOTHER RESPONSIBLE FOR TRAINING AND
OPERATION, AND STILL ANOTHER FOR REPAIR WORK.

THIS KIND OF COMPARTMENTALIZATION OF RESPONSIBILITY IS
TYPICAL IN GOVERNMENT WORK, BUT THE PRACTICE OF HAVING
SHARED RESPONSIBLITY REALLY MEANS THAT NO ONE IS RESPONSIBLE.
IT REMINDS ME OF THE FIGURE IN MAST'S CARTOON OF THE TWEED
RING, WHERE ALL OF THE CHARACTERS STAND IN A CIRCLE, EACH
ONE POINTING HIS THUMB AT HIS NEIGHBOR AS THE RESPONSIBLE
PERSON, UNLESS YOU CAN POINT YOUR FINGER AT THE ONE PERSON
WHO 1S RESPONSIBLE WHEN SOMETHING GOES WRONG, THEN YOU HAVE
NEVER HAD ANYONE REALLY RESPONSIBLE.

FOR THESE REASONS, | DID ALL | COULD TO GAIN SUPPORT
FOR MY CONCEPT OF TOTAL RESPONSIBILITY, [T REQUIRED THAT A
SINGLE POSITION BE ESTABLISHED TO HANDLE BOTH THE NAVY AND
THE AEC PARTS OF THE JoB. | THINK IT MIGHT BE OF VALUE TO
THIS SUBCOMMITTEE TO OUTLINE HOW THIS DESIGNATION OF RESPONSIBILITY
WAS DERIVED FROM THE AToMIC ENErGY AcT oF 1954, AND How IT
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IS CARRIED OUT ALL THE WAY DOWN TO THE SHIPS, WHETHER IN
CONSTRUCTION, OPERATION, OR OVERHAUL. | HAVE SUCH AN OUTLINE
AND WITH YOUR PERMISSION | WOULD LIKE TO INCLUDE IT IN THE
RECORD WITH MY STATEMENT.

I CAN ASSURE YOU THAT HAVING ONLY ONE INDIVIDUAL RESPONSIBLE
FOR A TOTAL PROGRAM IS A UNIQUE CONCEPT WITHIN THE DEPARTMENT
oF DEFENSE, | WANT TO EMPHASIZE THAT THROUGHOUT THIS ENTIRE
PERIOD OF OVER THIRTY YEARS [ HAVE HAD FULL SUPPORT FROM THE
CONGRESS, MAINLY THROUGH THE FORMER JOINT C?TTEIIEE_PN Atomic
ENERGY AND THE ARMED SERVICES AND APPROPRIATIONS COMMITTEES,
AND FROM THE AToMIc ENERGY COMMISSION AND ITS SUCCESSORS, THE
ENERGY RESEARCH AND DEVELOPMENT ADMINISTRATION AND NOW THE
DEPARTMENT OF ENERGY, | HAVE NOT HAD SUCH CONSISTENT SUPPORT
FROM THE NAvVY OR THE DEPARTMENT oF DEFENSE.

FACING THE FACTS

ANOTHER PRINCIPLE FOR SUCCESSFUL APPLICATION OF A
SOPHISTICATED TECHNOLOGY IS TO RESIST THE HUMAN INCLINATION
TO HOPE THAT THINGS WILL WORK OUT, DESPITE EVIDENCE OR
SUSPICIONS TO THE CONTRARY. THIS MAY SEEM OBVIOUS, BUT IT
IS: A HUMAN FACTOR YOU MUST BE CONSCIOUS OF AND ACTIVELY GUARD
AGAINST. [T CAN AFFECT YOU IN SUBTLE WAYS, PARTICULARLY WHEN
YOU HAVE SPENT A LOT OF TIME AND ENERGY ON A PROJECT AND
FEEL PERSONALLY RESPONSIBLE FOR 1T, AND THUS SOMEWHAT
POSSESSIVE. [T 1S A COMMON HUMAN PROBLEM AND IT IS NOT EASY
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TO ADMIT WHAT YOU THOUGHT WAS CORRECT DID NOT TURN OUT THAT
WAY. "

[F CONDITIONS REQUIRE IT, YOU MUST FACE THE FACTS AND
BRUTALLY MAKE NEEDED CHANGES DESPITE SIGNIFICANT COSTS AND
. SCHEDULE DELAYS. THERE HAVE BEEN A NUMBER OF TIMES DURING
THE COURSE OF MY WORK THAT | HAVE MADE DECISIONS TO STOP
WORK AND REDESIGN OR REBUILD EQUIPMENT TO PROVIDE THE NEEDED
HIGH DEGREE OF ASSURANCE OR SATISFACTORY PERFORMANCE. THE
PERSON IN CHARGE MUST PERSONALLY SET THE EXAMPLE IN THIS
AREA AND REQUIRE HIS SUBORDINATES TO DO LIKEWISE.

[ WILL Now DISCUSS IN GREATER DETAIL THE UNDERLYING
BASIC PRINCIPLES OF THE HavaL REACTORS PROGRAM.

PRINCIPLES OF DESIGN AND_ENGINFERING

FROM THE VERY BEGINNING OF THE NAVAL NUCLEAR PROPULSION
PROGRAM | RECOGNIZED THAT THERE WERE A LARGE NUMBER OF
ENGINEERING PROBLEMS IN PUTTING A NAVAL REACTOR INTO A
SUBMARINE. SOME PROBLEMS WERE UNIQUE TO SUBMARINE APPLICATION,
AND SOME TO THE GENERAL PROBLEM OF MAKING A REACTOR PLANT
WORK. | REALIZED AT THE TIME THAT THE USE OF NUCLEAR POWER,

AS WITH ANY NEW SOPHISTICATED TECHNOLOGY, WOULD REQUIRE THE
INSTITUTION OF NOVEL REQUIREMENTS AND STANDARDS. ] REALIZED
THAT THESE REQUIREMENTS WOULD NECESSARILY BE DIFFICULT TO

MEET, AND THE STANDARDS WOULD NEED TO BE MORE STRINGENT THAN
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THOSE WHICH HAD BEEN USED IN POWER PLANTS UP TO THAT TIME,

But WHEN YOU ARE AT THE FRONTIERS OF SCIENCE YOU MUST BE
PREPARED TO ACCEPT THE DISCIPLINE THIS REleRES IN ORDER TO
PROéEED. THE FACT THAT THE APPLICATION OF NUCLEAR POWER WAS
ALMOST ENTIRELY AN ENGINEERING PROBLEM - NOT A PROBLEM OF
NUCLEAR PHYSICS, AS NEARLY ALL OF THE "EXPERTS” THEN BELIEVED -
WAS CLEAR TO ME. THE EMPHASIS | HAVE PLACED ON SOUND,
CONSERVATIVE ENGINEERING HAS BEEN A MAJOR FACTOR IN THE
PERFORMANCE OF OUR PLANTS.

I sHoULD POINT ouT_THAT IN THE LATE 1940’s AND €£ARLY
1950's, WHEN THE ORIGINAL NAVAL NUCLEAR PROPULSION PLANT
DESIGN STUDIES BEGAN THERE WERE NO STANDARDS, DESIGN GUIDES,
OR CODES AVAILABLE. THEY HAD TO BE DEVELOPED. DUE TO THE
MILITARY APPLICATION, THESE DESIGN CRITERIA INCLUDED CONSIDERATIONS
OF RELIABILITY, BATTLE DAMAGE, HIGH SHOCK AND THE CLOSE
PROXIMITY OF THE CREW TO THE REACTOR PLANT. THE PROPULSION
PLANT DESIGN HAD TO BE READILY MAINTAINABLE SO POSSIBLE
EQUIPMENT FAILURES AT SEA COULD BE REPAIRED. THE FACT THAT
MAJOR MAINTENANCE OPERATIONS WOULD BE INFREQUENT AND REFUELING
POSSIBLY AS SELDOM AS ONCE IN A SHIP'S LIFETIME, REQUIRED
THAT STANDARDS FOR MATERIALS AND SYSTEMS BE VERY RIGOROUS
AND THAT ONLY PREMIUM PRODUCTS WHICH HAD A PROVEN PEDIGREE
COULD BE CONSIDERED FOR USE. MY DESIGN OBJECTIVE IS AND HAS
BEEN TO PROVIDE A WARSHIP THAT CAN BE RELIED UPON TO PERFORM
ITS MISSION, AND RETURN.

92-529 0 - 82 ~ 30
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CONSERVATISM OF DESIGH

I WILL EXPLAIN SOME OF THE ELEMENTS OF GOOD ENGINEERING
As | HAVE APPLIED THEM TO THE REACTOR PLANTS FOR WHICH [ AM
RESPONSIBLE. FIRST, IN ANY ENGINEERING ENDEAVOR, AND PARTICULARLY
IN AN ADVANCED FIELD SUCH AS NUCLEAR POWER, CONSERVATISM IS
"NECESSARY, SO AS TO ALLOW FOR POSSIBLE UNKNOWN AND UNFORESEEN
EFFECTS. THIS CONSERVATISM MUST BE BUILT INTO THE DESIGN
FROM THE VERY BEGINNING, [F THE BASIC DESIGN .IS NOT CONSERVATIVE,
IT QUICKLY BECOMES IMPRACTICABLE TO PROVIDE THE NEEDED
CONSERVATISM, [T THEN BECOMES NECESSARY TO ADD COMPLEXITIES
TO THE SYSTEM IN AN ATTEMPT TO COMPENSATE FOR THE INADEQUACIES
OF THE BASIC DESIGN. THESE COMPLEXITIES, IN TURN; SERVE TO
REDUCE CONSERVATISM AND RELIABILITY,

I MUST MAKE IT CLEAR THAT THE MILITARY REQUIREMENTS
WHICH MUST-BE-MET-BY NAVAL PROPULSTON REACTORS ARE FAR MORE
EXACTING THAN THOSE WHICH CENTRAL STATION PLANTS MUST ENDURE,
FOR EXAMPLE, THE SHOCK LOADINGS FOR WHICH NAVAL PLANTS ARE
DESIGNED ARE FAR GREATER THAN THE EARTHQUAKE SHOCK LOADINGS
FOR CIVILIAN PLANTS. IN ADDITION, NAVAL PLANTS MUST BE.ABLE
TO ACCOMODATE POWER TRANSIENTS MUCH MORE RAPIDLY THAN CIVILIAN
PLANTS. EACH NAVAL VESSEL DEPENDS ENTIRELY ON ITS OWN
REACTOR PLANT FOR THE CAPABILITY TO PERFORM ITS MISSION,
For A SHIP THERE IS NO INTER-CONNECTED GRID TO PICK UP THE
LOAD AND ALLOW THE SHIP TO CONTINUE FUNCTIONING, THE STRINGENT




461

REQUIREMENTS OF OPERATING A SHIP AT SEA ARE REFLECTED IN A
CONSERVATIVE DESIGN WITH A LARGE OVERALL DESIGN MARGIN IN
ALMOST EVERY ELEMENT OF THE PLANT,

SOME SPECIFIC EXAMPLES OF THE CONSERVATISM IN DESIGN
WHICH | HAVE USED ARE: :

o USE OF ORDINARY WATER OF HIGH PURITY AS THE REACTOR
COOLANT. WATER HAS BEEN WIDELY USED IN INDUSTRIAL

APPLICATIONS; ITS PROPERTIES ARE WELL-KNOWN, AND WHEN
IRRADIATED, HAS SHORT-LIVED RADIOACTIVITY.

© USE OF CONSERVATIVE LIMITS FOR SYSTEMS AND EQUIPMENT,
DESIGN 1S BASED ON THE WORST CREDIBLE SET OF CIRCUMSTANCES,
" RATHER THAN RELYING ON A STATISTICAL APPROACH WHICH
DEALS IN AVERAGE OR PROBABLE CONDITIONS.,

o PROVISION IN THE DESIGN FOR REDUNDANCY SO THAT
FAILURE OF ONE COMPONENT, OR ONE PORTION OF A SVSTEM:
WiLL NOT RESULT IN SHUTTING THE PLANT DOWN, OR IN
DAMAGE TO THE REACTOR.

o DESIGN OF THE REACTOR PLANT TO ENABLE IT TO ACCOMODATE
EXPECTED TRANSIENTS, WITHOUT THE NEED FOR IMMEDIATE
OPERATOR ACTION. THIS MEANS THE PLANT 1S INHERENTLY
STABLE, AND HELPS THE OPERATOR WHEN THERE IS AN UNUSUAL
TRANSIENT. '
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o SIMPLE SYSTEM DESIGN, SO THAT MINIMUM RELIANCE
NEED BE PLACED ON AUTOMATIC CONTROL. RELIANCE IS
PRIMARILY PLACED ON DIRECT OPERATOR CONTROL.

o SELECTION OF MATERIALS WITH WHICH THERE IS KNOWN
EXPERIENCE FOR THE TYPE OF APPLICATION INTENDED, AND
WHICH, INSOFAR AS PRACTICABLE, DO NOT REQUIRE SPECIAL
CONTROLS FOR PROCUREMENT, FABRICATION, AND MAINTENANCE
WHICH COULD LEAD TO PROBLEMS IF NOT PROPERLY ACCOMPLISHED.

o USE OF A LAND-BASED PROTOTYPE OF THE SAME DESIGN
AS THE SHIPBOARD PLANT. THIS PROTOTYPE PLANT CAN BE
TESTED AND SUBJECTED TO THE POTENTIAL TRANSIENTS A
SHIPBOARD PLANT WILL EXPERIENCE, PRIOR TO OPERAleN OF
THE SHIPBOARD PLANT,

o USE OF EXTENSIVE ANALYSES, FULL SCALE MOCKUPS, AND
TESTS TO CONFIRM THE DESIGN.

o STRICT CONTROL OF MANUFACTURE OF ALL EQUIPMENT,
INCLUDING EXTENSIVE INSPECTIONS BY SPECIALLY TRAINED
INSPECTORS DURING THE COURSE OF MANUFACTURE AND ON THE
FINISHED EQUIPMENT. THIS MEANS THAT AT MANY POINTS
DURIMG THE MANUFACTURE AN INDEPENDENT CHECK IS REQUIRED,
WITH SIGNED CERTIFICATION THAT THE STEP HAS BEEN COMPLETED
PROPERLY.,
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o PROVIDING EXTENSIVE DETAILED OPERATING PROCEDURES
AND MANUALS, PREPARED AND APPROVED BY TECHNICAL PEOPLE
KNOWLEDGEABLE OF THE PLANT DESIGN. THESE MANUALS ARE
CONSTANTLY UPDATED AS WE LEARN FROM THE OPERATIONS OF
THE MANY OTHER REACTORS. WHAT WE LEARN ON ONE PLANT IS
INCORPORATED INTO ALL OQUR PLANTS. A

o PLACING PARTICULAR ATTENTION ON DESIGNING, BUILDING
AND OPERATING THE PLANT SO AS TO PREVENT ACCIDENTS, AND
THUS AVOID UNDUE RELIANCE ON THE SYSTEMS AND PROCEDURES
PROVIDED TO COPE WITH ACCIDENTS WHICH COULD OCCUR.

o USE OF FREQUENT, THOROUGH, AND DETAILED AUDITS OF
ALL ASPECTS OF THE PROGRAM BY INDIVIDUALS WHO ARE
SPECIFICALLY SELECTED AND TRAINED.

e USE OF FORMAL DOCUMENTATION FOR DESIGN DECISIONS,
MANUFACTURING PROCEDURES, INSPECTION REQUIREMENTS, AND
INSPECTION RESULTS.

© IN ADDITION TO THE DETAILED TECHNICAL REVIEW AND
APPROVAL BY MY OFFICE, THE SAFETY ASPECTS OF OPERATION
OF NAVAL NUCLEAR POWERED SHIPS ARE INDEPENDENTLY REVIEWED
BY THE NucLEAR RecuLATORY COMMISSION AND THE ADVISORY
CoMMITTEE ON REACTOR SAFEGUARDS.
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APPROACH TO NEW REACTORS

THE KIND OF ENGINEERING APPROACH | HAVE JUST OUTLINED
IS, IN MY OPINION, WHY THE NAVAL REACTORS PROGRAM HAS RESULTED
IN SAFE, RELIABLE NUCLEAR POWER. TO THE CASUAL READER MUCH
OF WHAT | HAVE SAID MAY APPEAR OBVIOUS. But I ASSURE You 1T
IS NOT WHEN YOU TRY TO CARRY OUT THESE CONCEPTS IN EVERYDAY
WORK. | HAVE ENCOUNTERED MANY CASES WHERE THESE IDEAS ARE
IGNORED OR NOT UNDERSTOOD. [ HAVE, ON MANY OCCASIONS,
REVIEWED PROPOSALS FOR SMALLER, LIGHTER, AND CHEAPER REACTORS.
WHILE SUCH PROPOSALS HAVE COVERED A WIDE VARIETY OF REACTOR
CONCEPTS, THEY HAVE BEEN COMPLETELY CONSISTENT IN ONE RESPECT;
THEY HAVE ALL INVOLVED THE SACRIFICE OF SOUND, CONSERVATIVE
ENGINEERING TO ACHIEVE A DESIGN THEORETICALLY HAVING BETTER
PERFORMANCE. THEY EACH VIOLATED MOST, IF NOT ALL OF THE
ENGINEERING PRINCIPLES | HAVE JUST DISCUSSED. THEY WOULD
ALL HAVE BEEN, IN MY OPINION, UNSAFE AND UNSATISFACTORY FOR
NAVAL WARSHIP APPLICATION, How OFTEN HAVE YOU KNOWN OF
CASES WHERE IN THE FERVOR OF WINNING CONTRACTS, FIRMS WILL
PROMISE ALL.KINDS OF PERFORMANCE, ONLY TO BE FOUND INCAPABLE
OF DELIVERING IT WHEN THEY TRY TO MAKE THE EQUIPMENT WORK.
By THIS, I DO NOT MEAN WE SHOULD NOT MAKE IMPROVEMENTS., WE
HAVE. BUT AT ALL STAGES YOU MUST PROCEED IN ACCORDANCE WITH
SOUND, CONSERVATIVE ENGINEERING PRACTICES IF YOU ARE TO
PRODUCE SOMETHING THAT WILL WORK, VICE SOMETHING THAT IS
JUST AN EXPENSIVE PIECE OF UNRELIABLE AND UNSAFE JUNK,
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As AN EXAMPLE, | HAVE OFTEN BEEN PRESSED TO REDUCE
RADIATION SHIELDING TO MAKE NEW SHIPS SMALLER AND LIGHTER.
However, 1F | REMOVED 100 TONS OF RADIATION SHIELDING FROM
A TYPICAL SUBMARINE, THE SHIP WOULD BE ONLY TWO PERCENT LIGHTER.
BUT THE RADIATION EXPOSURES TO SHIP PERSONNEL WOULD INCREASE
TO TEN TIMES THE CURRENT LEVELS. | HAVE NOT AGREED TO REDUCING
SHIELDING BECAUSE | BELIEVE RADIATION EXPOSURE TO PERSONNEL
SHOULD BE AS LOW AS | CAN REASONABLY OBTAIN.

NAVAL_NUCLEAR TRAINING

" ANOTHER ELEMENT IN MY APPROACH TO SAFE OPERATION OF
NAVAL REACTOR PLANTS INVOLVES THE SELECTION AND TRAINING OF
THE OPERATORS. IN BRIEF, I.CONSIDER THE TRAINING OF OFFICERS
AND MEN TO BE AT LEAST AS IMPORTANT AS ANY OTHER ELEMENT OF
THE Navy NucLearR Power PROGRAM. | CONSIDER IT OF THE GREATEST
IMPORTANCE THAT THE MENTAL ABILITIES, QUALITIES OF JUDGMENT,
AND LEVEL OF TRAINING, BE COMMENSURATE WITH THE RESPONSIBILITY
INVOLVED IN OPERATING A NUCLEAR REACTOR. THE SELECTION OF
PERSONNEL AND THEIR TRAINING IN THE NavaL NUCLEAR POWER
PROGRAM ARE CARRIED OUT WITH THESE CONSIDERATIONS IN MIND.

ACADEMIC ABILITY, PERSONAL CHARACTER AS DEMONSTRATED BY
ANY ACTS REFLECTING UNRELIABILITY, AND HONEST DESIRE FOR THE
NUCLEAR PROGRAM ARE ALL TAKEN INTO ACCOUNT IN SELECTION OF
PERSONNEL. ONCE SELECTED FbR'THE HavaL NucLear Power PROGRAM,
THE INDIVIDUAL IS CONTINUALLY SUBJECT TO REVIEW.
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To ACCOMPLISH THESE OBJECTIVES, '| REQUIRE A ONE YEAR
TRAINING PERIOD PRIOR TO AN OPERATOR GOING ON BOARD HIS
FIRST NUCLEAR SHIP, THE FIRST SIX MONTHS OF NUCLEAR POWER
TRAINING ARE SPENT AT NucLeAR Power ScHooL IN ORLANDO.
FLORIDA., WHERE THE CURRICULUM CONCENTRATES ON THE THEORETICAL
BASIS FOR SHIPBOARD SYSTEMS, UPON GRADUATION FROM NUCLEAR
POWER SCHOOL THE STUDENT REPORTS TO ONE OF OUR LAND-BASED
PROTOTYPE PLANTS WHERE HE LEARNS TO ACTUALLY OPERATE THE
PROPULSION PLANT. THERE THE STUDENT MUST DEMONSTRATE THAT
HE CAN OPERATE THE PLANT UNDER NORMAL AND CASUALTY. CONDITIONS,
AND IS TAUGHT TO OPERATE IN STRICT COMPLIANCE WITH DETAILED
OPERATING AND CASUALTY PROCEDURES.

I esTABLISHED THE NavaL NucLEar Power TRAINING PROGRAM
ON A BASE OF RIGID HIGH STANDARDS, My sTAFF AT NavaL ReacTors
' APPROVES THE CURRICULUM AT NUCLEAR POWER SCHOOL AND THE
QUALIFICATION GUIDES USED TO DEVELOP THE PROTOTYPE AND
SHIPBOARD OPERATOR QUALIFICATION PROGRAMS, THIS ENSURES 1%
THAT THE STANDARDS ARE NOT REDUCED BY SOMEONE WHO DOES NOT
UNDERSTAND THE OVERALL GOALS OF THE PROGRAM, AND THAT THE
INDIVIDUALS RESPONSIBLE FOR THE DESIGN AND CONSTRUCTION OF
THE REACTOR PLANT SYSTEMS ARE INVOLVED IN THE TRAINING
CONSIDERATIONS ON THAT SYSTEM,

THE METHODS WE USE IN TRAINING INVOLVE LECTURES, SEMINARS.
HOMEWORK ASSIGNMENTS AND BOTH -ORAL AND WRITTEN EXAMINATIONS,
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WE ALSO REQUIRE OPERATORS TO BE ABLE TO DEMONSTRATE THEIR
PRACTICAL KNOWLEDGE IN ORDER TO BECOME QUALIFIED AT THE
LAND-BASED PROTOTYPE. THESE INDIVIDUALS MUST SUBSEQUENTLY
QUALIFY ON BOARD SHIP. | AM NOT SATISFIED WITH BRINGING AN
OPERATOR TO A QUALIFIED LEVEL ONCE, AND THEN FORGETTING
ABOUT HIM., THEREFORE, WE CONTINUALLY REINFORCE THEORETICAL
AND PRACTICAL TRAINING WITH A’ CONTINUING TRAINING PROGRAM,
THIS INCLUDES FREQUENT PRACTICE IN PLANT EVOLUTIONS AND
CASUALTY DRILLS. ' '

THE EXAMINATIONS GIVEN MUST BE TOUGH, AND MUST BE
APPROVED BY A COMPETENT PERSON IN AUTHORITY. INSTRUCTORS
ARE TRAINED SO THAT THEY ARE CAPABLE OF CORRECTLY .INSTRUCTING
THE STUDENT., INSTRUCTORS, AS WELL AS STUDENTS, ARE MONITORED,

INSPECTIONS OF PERSONNEL IN THE FLEET ARE CONDUCTED BY
MEMBERS OF MY STAFF, BOTH THOSE IN THE FIELD AND FROM HEADQUARTERS;
BY THE FLEET NucLEAR ProPuLSION ExAMINING BOARDS ESTABLISHED
BY THE CHIEF OF NAVAL OPERATIONS; AND BY NUCLEAR TRAINED
PERSONNEL ON VARIOUS OTHER NAVAL STAFFS, | REVIEW THE
RESULTS OF ALL THEIR INSPECTIONS.,

I HAvE ESTABLISHED A FORMAL SYSTEM OF REPORTING PROPULSION
PLANT PROBLEMS WHICH IDENTIFIES AREAS WHICH NEED IMPROVEMENT
IN THE TRAINING PROGRAM., [ ALSO REQUIRE THE COMMANDING
OFFICER OF EACH NUCLEAR POWERED SHIP TO WRITE ME PERIODICALLY
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"CONCERNING PROPULSION PLANT PROBLEMS, THESE LETTERS CONTAIN
A SUMMARY OF THE TRAINING HE HAS CONDUCTED AND ALLOW ME TO
PERSONALLY CHECK THE ADEQUACY.

THESE ARE JUST THE MAIN ELEMENTS OF THE TRAINING EFFORTS
IN MY.PROGRAM, DECAUSE TRAINING IS SO IMPORTANT, I WANT TO
PROVIDE A MUCH MORE DETAILED DESCRIPTION OF WHAT WE DO FOR
YOUR RECORD, | KNOW YOU DO NOT HAVE TIME FOR ME .TO READ THIS
DESCRIPTION NOW, BUT | STRONGLY RECOMMEND THAT ALL THE COMMITTEE
MEMBERS READ IT BECAUSE IT MAY BE OF VALUE IN YOUR REVIEW,

WHAT | HAVE PRESENTED AT THIS POINT REPRESENTS THE MAIN
SUBSTANCE OF MY STATEMENT. IN IT | HAVE OUTLINED wHAT 1 DO
IN RUNNING THE NAvAL REACTORS PROGRAM. EVEN WHEN THESE
MEASURES ARE CARRIED OUT IT IS IMPORTANT TO RECOGNIZE THAT
MISTAKES WILL BE MADE, BECAUSE WE ARE DEALING WITH MACHINES
AND THEY CANNOT BE MADE PERFECT. THE HUMAN BODY 1S Gop's
FINEST CREATION AND YET WE GET SICK. -IF WE CANNOT HAVE
PERFECT HUMAN BEINGS THEN WHY SHOULD WE EXPECT, PHILOSOPHICALLY,
THAT MACHINES DESIGNED BY HUMAN BEINGS WILL BE MORE PERFECT
THAN THEIR CREATORS? THAT IS WHAT MANY UNTHINKING PEOPLE
DEMAND EVEN THOUGH THE LORD HIMSELF DID NOT REACH THIS
HEIGHT. | BELIEVE IF YOU FOLLOW THE PRACTICES OF CONSERVATIVE
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ENGINEERING AND PERSONNEL TRAINING I HAVE OUTLINED AND IF
YOU CARRY THEM OUT WITH STEADFAST COMMITMENT, NUCLEAR POWER
CAN BE SAFELY USED, EVEN TAKING INTO ACCOUNT MISTAKES THAT
WILL INEVITABLY OCCUR. THAT IS THE BASIS ON WHICH [ HAVE
CONDUCTED ALL MY WORK IN THIS FIELD AND | BELIEVE IT TRUE
JUST AS STRONGLY TODAY AS | EVER HAVE.

DECISION ON NUCLEAR POWER

As WELL AS ANYONE IN THIS ROOM, | RECOGNIZE THAT NUCLEAR
POWER 1S A VERY DIFFICULT SUBJECT FOR ANYONE TO DEAL WITH.
IT INVOLVES ENERGY - A VITAL ELEMENT IN OUR NATION'S FUTURE.
IT INVOLVES INDIVIDUALS' CONCERNS FOR THEMSELVES AND THEIR
FAMILIES, AND IT IS A HIGHLY TECHNICAL, SOPHISTICATED TECHNOLOGY.
ULTIMATELY, THE DECISION AS TO WHETHER WE WILL HAVE NUCLEAR
POWER IS A POLITICAL ONE - IN THE TRUE SENSE OF THE WORD -
THAT IS, ONE MADE BY THE PEOPLE THROUGH THEIR ELECTED
REPRESENTATIVES. [T IS VITAL THAT THE DECISION BE MADE ON
THE BASIS OF FACT, NOT RHETORIC, NOT CONJECTURE OR HOPE, OR
AS A RESULT OF THE WIDESPREAD TENDENCY TO SENSATIONALIZE THE
CURRENT TOPIC AND IGNORE THE REAL LIMITS OR RISKS OF THE
ALTERNATIVE.

[ aM NOT AN EXPERT OR EVEN PARTICULARLY KNOWLEDGEABLE -
IN THE AREAS OF ENVIRONMENTAL EFFECTS OF OTHER FORMS OF
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POWER GENERATION. HOWEVER, | AM AWARE THAT A GOOD MANY
KNOWLEDGEABLE| PEOPLE CONCLUDE THAT THE TOTAL RISK INVOLVED
IN THE USE OF! NUCLEAR POWER IS NO GREATER THAN IS INVOLVED
IN THE USE OF ANY ALTERNATE SOURCE WHICH CAN BE TAPPED IN
THE NEXT 50 YEARS,

[ ALSO REMEMBER THE OPTIMISTIC PROJECTIONS MADE FOR
NUCLEAR PONER‘WHEN IT WAS FIRST BEING DEVELOPED., THESE
SPRANG FROM HOPE AND FROM IGNORANCE OF THE REAL ENGINEERING

1
PROBLEMS THAT VOULD BE ENCOUNTERED IN USING NUCLEAR POWER,
THERE 1S NO REASON TO BELIEVE THAT CURRENT PROJECTIONS FOR
ALTERNATE MEANS OF PROVIDING LARGE AMOUNTS OF POWER ARE ANY
MORE PRECISE. ANY LARGE SCALE GENERATION OF POWER INVOLVES
MAJOR ENGINEERING DIFFICULTIES AND POTENTIAL ENVIRONMENTAL
IMPACTS., '

THE JOB OF THIS COMMITTEE AND THE CONGRESS IN THE DAYS
AHEAD WILL NOT BE EASY. | HOPE AND PRAY YOU WILL FIND THE
STRENGTH AND WISDOM TO MAKE THE RIGHT DECISIONS. I ALso

HOPE THAT MY TESTIMONY WILL IN SOME WAY CONTRIBUTE TO YOUR

DIFFICULT DELIBERATIONS.
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NAVAL NUCIEAR PROPULSION OPERATOR TRAINING PROGRAM

I WILL NOW DISCUSS IN GREATER DEPTH THE PERSONNEL
ASPECTS OF THE NAVAL NUCLEAR PROPULSION PROGRAM. [ WILL
DESCRIBE WHAT IS INVOLVED IN THE SELECTION, TRAINING,
QUALIFICATION, AND REQUALIFICATION OF THE OPERATORS; AND I
WILL DESCRIBE THE METHODS AND PROCEDURES USED TO ENSURE THAT
POLICIES AND DIRECTIVES OF THE NUCLEAR PROGRAM ARE CARRIED
ouT. As | HAVE PREVIOUSLY STATED, ALL OF THESE ELEMENTS
MUST MESH FOR THE SYSTEM TO WORK. YOU CANNOT SEPARATE OUT
AND USE THE PIECES WHICH YOU LIKE, AND DiSCARD THOSE WHICH
ARE “T00 HARD",

LY THE SAME TOKEN, IT IS IMPOSSIBLE TO SEPARATE TRAINING
FROM THE TECHNICAL SIDE OF THE NucLEAR ProcrRAM. WITHIN THE
NavaL REACTORS HEADQUARTERS ORGANIZATION, ALL OF THE ENGINEERS
ARE VERY MUCH AWARE OF THE IMPACT OF ENGINEERING DECISIONS
ON THE OPERATING PERSONNEL AND OF THE REQUIREMENTS FOR
TRAINING ON NEW EQUIPMENT OR PROCEDURES. THIS IS ALSO TRUE
FOR THE ENGINEERS WHO WORK AT OUR TWO LABORATORIES. ALSO,
MANY OF THE MORE EXPERIENCED ENGINEERS IN NAvAL REACTORS
HEADQUARTERS ASSIST IN CERTAIN PHASES OF THE PERSONNEL
SELECTION PROCESS FOR OPERATORS AND ARE DIRECTLY INVOLVED IN
THE TRAINING CONDUCTED AT NAVAL ReacToRrs.
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You SHOULD ALSO NOTE THE LONGEVITY OF EXPERIENCE AT
NAvAL REACTORS, NOT JUST AS IT RELATES TO ME BUT AS IT IS
MANIFESTED IN THE LARGE MAJORITY OF PEOPLE IN MY HEADQUARTERS
ORGANIZATION, APPROXIMATELY ONE-FOURTH OF MY HEADQUARTERS
ENGINEERS HAVE BEEN IN THE NAVAL REACTORS PROGRAM FOR MORE
THAN TWENTY YEARS., THIS EXPERIENCE AND STABILITY IS IMPORTANT
NOT JUST IN TRAINING BUT IN ALL ASPECTS OF THE PROGRAM,

WHEN THE NUCLEAR PROPULSION PROGRAM STARTED, MORE THAN
THIRTY YEARS AGO, | REALIZED IT WAS NECESSARY TO MAVE EXCELLENCE
IN OPERATING PERSONNEL. IN VIEW OF THE POSSIBLE SERIOUS
CONSEQUENCES OF A REACTOR ACCIDENT | CONSIDERED IT OF UTMOST
IMPORTANCE THAT THE OPERATION OF NUCLEAR POWERED SHIPS BE
ENTRUSTED ONLY TO THOSE WHOSE MENTAL ABILITIES, QUALITIES OF
JUDGMENT AND DEGREEE OF TRAINING WERE COMMENSURATE WITH THE
PUBLIC RESPONSIBILITY INVOLVED. THE PERSONNEL SELECTION AND
TRAINING PROCEDURES FOR THE NAvaL NUcLEAR PRoPULSION PROGRAM
WERE DEVELOPED WITH THESE CONSIDERATIONS IN MIND. ' THEY HAVE
EVOLVED WITH EXPERIENCE OVER THE LAST TWENTY-FIVE YEARS AND
ARE STILL CHANGING. | DO NOT SAY THAT USE OF THESE METHODS
IS THE ONLY WAY, BUT THIS IS THE WAY IT HAS BEEN FOUND TO
WORK IN THE NAVAL PROGRAM, AND | DO NOT KNOW OF A BETTER WAY
To D0 1T, IF I pID, I wouLD USE 1T,

EARLIER IN MY STATEMENT | DISCUSSED THE GENERAL PRINCIPLES
I HAVE USED TO FORM THE BASIS dF THE NAVAL NUCLEAR PROPULSION
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PROGRAM, [ WILL - STATE THOSE WHICH RELATE TO PERSONNEL AND
TRAINING, AND THEN ATTEMPT TO SHOW HOW THESE ARE ACHlEVED.

(1) CAREFUL SELECTION OF PERSONNEL.

(2) EXTENSIVE INITIAL TRAINING FOR PERSONNEL (PRIOR
TO SHIPBOARD ASSIGNMENT), INCLUDING THE USE OF
ACTUAL OPERATING PROTOTYPE PLANTS.

(3) A THOROUGH QUALIFICATION AND REQUALIFICATION
PROGRAM FOR ALL PERSONNEL.

(4) ConsTaNT REINFORCEMENT OF PRINCIPLES AND PROCEDURES
BY A FORMAL CONTINUING TRAINING PROGRAM FOR ALL
OPERATORS. THIS PROGRAM STRIVES TO CONTINUALLY
UPGRADE THE KNOWLEDGE AND UNDERSTANDING OF OPERATORS
AT ALL QUALIFICATION LEVELS.

(5) FREQUENT PRACTICE OF CASUALTY DRILLS AND PLANT
EVOLUTIONS IN ALL OPERATING SHIPS AND PROTOTYPES.

(6) CONTINUING REVIEW OF PERSONNEL PERFORMANCE AND
REMOVAL FROM THE PROGRAM OF THOSE WHO DO NOT MEET
STANDARDS ,

(7) FREQUENT INSPECTIONS OF PLANTS AND PLANT OPERATIONS
BY PERSONNEL ASSIGNED TO THE PLANT AND BY HIGHER
AUTHORITY.WITH SYSTEMATIC FOLLOW UP ON DEFICIENCIES.

(8) A FEEDBACK SYSTEM IN WHICH DESIGN, MATERIAL, PERSONNEL
AND PROCEDURAL PROBLEMS ARE BROUGHT PROMPTLY TO MY
PERSONAL ATTENTION TOGETHER WITH THE CORRECTIVE
ACTION REQUIRED IN EACH CASE.
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(9) A COMMON BASE OF HIGH STANDARDS OF PERSONNEL
PERFORMANCE IN ALL AREAS INCLUDING STRICT
COMPLIANCE WITH DETAILED OPERATING AND CASUALTY
PROCEDURES .

SELECTION OF PERSONNEL

THE RESPONSIBILITIES INVOLVED IN OPERATING NAVAL NUCLEAR

POWERED SHIPS AND THE REQUIREMENTS OF THE NUCLEAR PLANTS
- THEMSELVES MAKE IT ESSENTIAL THAT INDIVIDUALS IN THE PROGRAM
HAVE A HIGH DEGREE OF INTELLIGENCE AND CAPACITY TO LEARN.
EARLY IN THE PROGRAM I RECOGNIZED THAT NORMAL PROCEDURES OF
PERSONNEL SELECTION AND ASSIGNMENT USED BY THE NAvVY couLD

NOT BE COUNTED ON TO PROVIDE THIS PROGRAM WITH THE PROPER
TYPE OF INDIVIDUAL. IN ORDER TO SELECT CANDIDATES OF THE
NECESSARY INTELLECTUAL CAPACITY AND MOTIVATION, A NUMBER OF
SPECIAL MEASURES HAD TO BE TAKEN. HOwever, ! couLp NoT JusT
FOLLOW TYPICAL CIVILIAN PROCEDURES. RECOGNITION HAD TO BE
“GIVEN TO THE FACT THAT | WAS DEALING WITH A BODY OF MILITARY
PEOPLE. THIS MEANT WE WOULD BE FACED WITH THE INEVITABLE
HIGH TURNOVER RATE, THE PROBLEMS TYPICAL OF YOUNG, INEXPERIENCED
" ENLISTED MEN, AND THE ANTIQUATED NAVY TRAINING METHODS.

REQUIREMENTS FOR OFFICERS

OFFICERS FOR ASSIGNMENT TO THE ENGINEERING CREWS OF THE
- FIRST NUCLEAR-POWERED SHIPS WERE, BY NECESSITY, DRAWN FROM
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THOSE HAVING HAD PREVIOUS SHIPBOARD EXPERIENCE. WHILE |

KNEW THIS WAS NOT THE BEST WAY, | HAD NO CHOICE. AS THE
NUMBER OF NUCLEAR-POWERED SHIPS GREW, THE SOURCE OF SEA-
EXPERIENCED OFFICERS BECAME INSUFFICIENT TO SUPPORT THE )
NEEDS. THEREFORE, BEGINNING IN 1960, A NUMBER OF TOP RANKING
STUDENTS GRADUATING FROM THE NAvaL Acapemy, NROTC coLLEGEes,
AND FROM THE Navy’s OFF1CER CANDIDATE SCHOOL WERE SELECTED

TO ENTER NUCLEAR POWER TRAINING FOLLOWING GRADUATION. IN
1969 THE NucLear Power OFFicer CanpipaTe (NUPOC) ProGrAM wAs
ADDED THROUGH WHICH TOP GRADUATES OF ALL COLLEGES ARE GIVEN
THE OPPORTUNITY TO APPLY FOR NUCLEAR POWER TRAINING. TODAY,
THESE PROGRAMS WHICH TAKE OFFICERS DIRECTLY FROM- THE NAVAL
ACADEMY OR CIVILIAN COLLEGES ACCOUNT FOR MORE THAN 957 oF

THE OFFICERS ENTERING THE NUCLEAR TRAINING PROGRAM. To0

DATE, SoME 7,000 OFFICERS HAVE BEEN TRAINED IN THE NUCLEAR
POWER PROGRAM,

OFFICERS WHO APPLY FOR NUCLEAR TRAINING MUST BE COLLEGE
GRADUATES MEETING MINIMUM REQUIREMENTS FOR COURSES IN MATHEMATICS
AND SCIENCE. THE COLLEGE RECORDS ARE SCREENED TO DETERMINE
SCHOLASTIC APTITUDE, AND PERFORMANCE. FOR THOSE OFFICERS
WITH SEA EXPERIENCE, NAVAL RECORDS ARE ALSO REVIEWED TO
DETERMINE EFFECTIVENESS AS NAVAL OFF}CERS, EXPERIENCE
LEVEL (PARTICULARLY IN ENGINEERING), ‘AND THEIR COMMANDING
OFFICER'S EVALUATION OF THEM AS CANDIDATES FOR THE NUCLEAR
PROGRAM. THIS SCREENING IS PERFORMED BY THE BUREAU OF NAVAL
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PERSONNEL WITH THE ADVICE AND ASSISTANCE OF NAVAL ReEAcTORS
PERSONNEL .

IN ORDER TO FURTHER ENSURE THAT\bNLY OFFICERS WITH THE
NECESSARY POTENTIAL AND MOTIVATION ARE SELECTED FOR THE
NKVAL NUCLEAR PROPULSION PROGRAM,.THE CANDIDATES ARE EACH
CALLED TO WASHINGTON AND INTERVIEWED BY SEVERAL SENIOR
MEMBERS OF MY STAFF AND FINALLY BY ME. IN ADDITION TO
PROVIDING INFORMATION OVER AND ABOVE THAT AVAILABLE IN AN
OFFICER'S SERVICE RECORD ON HIS INTELLIGENCE AND ABILITY,
THESE INTERVIEWS ARE USEFUL IN DETERMINING THE WILLINGNESS
OF THE OFFICER TO UNDERTAKE THE DIFFICULT TRAINING PROGRAM
FOR NUCLEAR PROPULSION ASSIGNMENT AND HIS INTEREST IN PROFESSIONAL
ADVANCEMENT AS EVIDENCED BY HIS WORK AND STUDY HABITS.

THIS PROCESS OF INTERVIEWING HAS BEEN CRITICIZED FOR
YEARS BY MANY SENIOR NAVAL OFFICERS, | AM CONTINUALLY ASKED
TO ABOLISH THIS PROCEDURE WITH THE SUGGESTION THAT ALL I .
NEED TO DO IS SET DOWN SOME STANDARDS ON ACADEMIC REQUIREMENTS
AND ALL THOSE WHO MEET THEM CAN BE ORDERED INTO TRAINING,

IF THEY PASS THE RIGOROUS TRAINING PROGRAM THEN THEY ARE
ACCEPTABLE, THERE ARE A NUMBER OF REASONS WHY [ po NoT
AGREE WITH THIS SUGGESTION., FIRST OF ALL, THE INTERVIEWS
ARE ABLE TO DETECT AN INDIVIDUAL WHO MAY HAVE GOOD SCHOOL
'GRADES BUT NHOIIS REALLY INCAPABLE OF PASSING THE COURSE.
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THIS HAS BEEN PARTICULARLY TRUE OVER THE PAST FIFTEEN YEARS
WHEN COLLEGE GRADES HAVE GENERALLY LOST MEANING. IT IS A
WASTE OF MONEY AND EFFORT TO ALLOW A PERSON TO ENTER TRAINING
WHO THEN FAILS, PARTICULARLY IF YOU CAN PREDICT THE FAILURE
AHEAD OF TIME. THE OTHER REASON | INSIST ON THE INTERVIEWS
IS MORE BASIC. SOME CANDIDATES MAY HAVE PERFECTLY FINE
GRADES AND COULD UNDOUBTEDLY PASS THE ACADEMIC PORTION OF
THE COURSE, HOWEVER, THEY MAY HAVE ABSOLUTELY NO CAPABILITY
TO BE PUT IN CHARGE OF THE OPERATION OF A REACTOR PLANT. IF
I CAN NOT BE CONVINCED IN MY OWN MIND THAT THAT OFFICER CAN
BE TAUGHT TO CARRY OUT HIS DUTIES RESPONSIBLY WITH REGARD TO
THE SAFE OPERATION OF THE REACTOR PLANT AT SEA UNDER TRYING
CONDITIONS, THEN I CANNOT AND WILL NOT ACCEPT HIM. To ME
THIS IS A VERY IMPORTANT PART OF THE PROGRAM.

REQUIREMENTS FOR ENLISTED PFRSONNEL

As IN THE CASE OF OFFICERS, IN THE EARLY YEARS OF THE
NUCLEAR PROGRAM ENLISTED CANDIDATES CAME FROM TME FLEET AND
HAD SHIPBOARD ENGINEERING EXPERIENCE. THOSE WHO APPLIED
WERE INTERVIEWED AND SCREENED BY THEIR COMMANDING OFFICERS
BEFORE BEING RECOMMENDED AS CANDIDATES. ELIGIBILITY CRITERIA
WERE ESTABLISHED BY THE CHIEF OF NAVAL PERSONNEL WITH THE
ADVICE AND ASSISTANCE OF NAVAL REACTORS. ASSIGNMENT TO THE
NUCLEAR PROGRAM WAS MADE BY THE BUREAU OF NAVAL PERSONNEL
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FROM AMONG THOSE RECOMMENDED.

THE MANNING REQUIREMENTS FOR THE EXPANDING NUCLEAR
SUBMARINE PROGRAM AND THE NUCLEAR SURFACE SHIP PROGRAM
REQUIRED A NEW SOURCE OF PEOPLE FOR TRAINING. IN 1357
DIRECT INPUT OF ENLISTED MEN FOR NUCLEAR PROPULSION TRAINIiio
WAS PROVIDED BY A PROGRAM OF RECRUITING PROMISING YOUNG HIGH.
SCHOOL GRADUATES INTO THE NAVY, SPECIFICALLY FOR ULTIMATE
DUTY IN NUCLEAR SHIP ENGINEERING DEPARTMENTS. TODAY THIS
PROGRAM IS THE PRIMARY SOURCE OF ENLISTED PERSONNEL FOR
NUCLEAR POWER TRAINING. APPROXIMATELY 40,000 ENLISTED
OPERATORS HAVE COMPLETED THE NAVAL NUCLEAR PROPULSION TRAINING
PROGRAM TO DATE.

THE SUPERVISION, OPERATION, AND MAINTENANCE OF NAVAL
NUCLEAR PROPULSION PLANTS REQUIRE A HIGH LEVEL OF COMPETENCE,
RELIABILITY, AND EXPERTISE. FOR THESE REASONS HIGH SELECTION
CRITERIA WERE ESTABLISHED EARLY IN THE PROGRAM. LATER, AS
THE NUMBER OF PERSONNEL IN THE PROGRAM INCREASED, WE EXPERIENCED
HIGHER ATTRITION IN THE TRAINING CYCLE. To REDUCE THIS
ATTRITION, THE EDUCATIONAL SELECTION CRITERIA WERE MADE MORE
RESTRICTIVE.

TODAY, ALL ENLISTED APPLICANTS FOR NUCLEAR TRAINING
MUST BE HIGH SCHOOL GRADUATES WHO HAVE COMPLETED ONE YEAR OF
ALGEBRA IN HIGH SCHOOL OR COLLEGE, AND HAVE ACHIEVED AT
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LEAST A “C" OR EQUIVALENT GRADE IN THAT COURSE. ApDITIONALLY,
ALL CANDIDATES MUST DEMONSTRATE HIGH ACADEMIC ABILITY IN THE
AREAS OF MATH AND SCIENCE AS MEASURED BY THE ARMED SERVICES
VocATIONAL APTITUDE BATTERY TESTS AND THE NUCLEAR F1eLp
QUALIFICATION TEST. THESE ARE ADMINISTERED BY THE NAVY
RECRUITING COMMAND PRIOR TO AN APPLICANT'S SELECTION FOR
NUCLEAR TRAINING. THESE TESTS GIVE AN INDICATION OF THE
APPLICANT'S ABILITY TO HANDLE THE STUDY OF MATHEMATICS AND
PHYSICS; SUBJECTS WHICH FORM THE BASIS OF THE NUCLEAR POWER
TRAINING CURRICULUM.

SELECTION OF NUCLEAR PERSONNEL, OFFICER OR ENLISTED,

- MUST NECESSARILY REQUIRE AN IN-DEPTH REVIEW OF A CANDIDATE'S
CHARACTER IN ADDITION TO HIS ACADEMIC CAPABILITY. FOR THIS
REASON, ANY PERSON WHO HAS BEEN CONVICTED OF, OR WHO IS
IDENTIFIED AS HAVING COMMITTED, A SERIOUS OFFENSE WILL NOT

BE ACCEPTED. A SINGLE MINOR OFFENSE INVOLVING MORAL TURPITUDE
OR WHICH EVIDENCES UNRELIABILITY MAY BE CONSIDERED DISQUALIFYING.
FREQUENT TRAFFIC VIOLATIONS OR ACCIDENTS THAT INDICATE
UNRELIABILITY, RECKLESSNESS OF CHARACTER, OR BASIC DISREGARD
FOR AUTHORITY MAY ALSO BE CAUSE FOR DENYING ENTRY INTO THE
NucLEAR PROGRAM,

ANY INDIVIDUAL WHO HAS BEEN CONVICTED OF, OR IS IDENTIFIED
AS, HAVING ILLEGALLY, WRONGFULLY, OR OTHERWISE IMPROPERLY
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USED, POSSESSED OR SOLD MARIJUANA OR OTHER DRUGS WILL BE
DENIED ENTRY INTO OR CONTINUATION IN THE NUCLEAR PROGRAM,
ANYONE SHOWING SIGNS OF BEING OR BECOMING ADDICTED TO ALCOHOL
IS ‘ALSO EXCLUDED FROM ENTRY INTO THE PROGRAM. WAIVERS FOR
ENTRY INTO THE NUCLEAR POWER PROGRAM MAY BE GRANTED IN THE
CASE OF PRE-SERVICE USE OF MARIJUANA WHERE IT CAN BE ESTABLISHED
THAT THE USAGE WAS OF AN INFREQUENT EXPERIMENTAL NATURE AND
FURTHER USE HAS BEEN STOPPED. A WAIVER OF THIS TYPE MAY

ONLY BE GRANTED BY THE COMMANDER, Mavy RecruiTiNg CoMMAND
WITH THE CONCURRENCE OF THE CHIEF OF NAvAL PERSONNEL.
PERSONNEL ON MY STAFF AT NAVAL REACTORS REVIEW AND CONCUR IN
EACH CASE IN WHICH A WAIVER IS GRANTED.

IT SHOULD BE NOTED HERE THAT THESE WAIVERS MAY BE
GRANTED QNLY FOR PRE-SERVICE USE OF MARIJUANA, THE ILLEGAL
USE OF ANY DRUG, INCLUDING MARIJUANA, AFTER ENTRY INTO THE
SERVICE 1S NOT TOLERATED. THIS COMES TO LIGHT FROM TIME TO
TIME AND ALL INDIVIDUALS INVOLVED ARE IMMEDIATELY REMOVED
FROM FURTHER DUTY INVOLVING NUCLEAR POWER., MNo MATTER HoW
EXEMPLARY THEIR SUBSEQUENT PERFORMANCE MAY BE, THEY ARE NOT
ALLOWED TO RETURN AS NUCLEAR PROPULSION PLANT OPERATORS.

NUCLEAR TRAINED PERSONNEL ARE SUBJECT TO A CONTINUING
RELIABILITY SCREENING PROCESS FROM THE MOMENT THEY ARE
APPROVED FOR ENTRY INTO THE PROGRAM., ALL DISCIPLINARY
INFRACTIONS, WHETHER CIVILIAN OR MILITARY IN NATURE, ARE
REVIEWED TO DETERMINE AN INDIVIDUAL'S ELIGIBILITY FOR
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CONTINUATION IN THE NUCLEAR Power PRoGRAM, REVIEWS OF

- RECORDS ARE CONDUCTED IN ORDER TO IDENTIFY DISQUALIFYING
PROFESSIONAL PERFORMANCE, AS WELL AS DISQUALIFYING MEDICAL
OR PSYCHOLOGICAL FACTORS.

PRE-NUCLEAR' PROGRAM TRAINING

INITIAL NAVAL TRAINING OF ENLISTED PERSONNEL SELECTED
FOR NUCLEAR TRAINING IS CONDUCTED AT SEVERAL TRAINING SITES
THROUGHOUT THE COUNTRY. DURING BASIC RECRUIT TRAINING, THE
CANDIDATE IS SCREENED AND CLASSIFIED INTO ONE OF THE PROGRAM
RATINGS (MacHINIST's MATE, ELECTRICIAN'S MATE, INTERIOR
-CoMMUNICATIONS, OR ELECTRONICS TECHNICIAN) ACCORDING TO HIS
CAPABILITIES AND THE NEEDS OF THE PROGRAM, THE TRAINEE THEN
ATTENDS APPROPRIATE NAvy CLASS "A” SCHOOL TRAINING, WHICH
VARIES IN LENGTH FROM TWO TO FIVE MONTHS, THE CURRICULA ARE
BASIC TO THE RATINGS AND ARE NOT SPECIALIZED FOR NUCLEAR
POWER. THESE .CLASS “A” SCHOOLS ARE OPERATED BY THE CHIEF OF
NavaL EbucaTioN AND TRAINING, AND ARE NOT CONTROLLED BY
NavaL Reactors. NUCLEAR PROGRAM TRAINEES COMPLETING CLASS
“A" SCHOOL TRAINING WILL NORMALLY BE ORDERED DIRECTLY .TO
NucLear Power ScHoot AT ORLANDO, FLORIDA,

ENLISTEE COMMENCES SPECIALIZED NUCLEAR POWER TRAINING AT
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ORLANDO, HE HAS ATTENDED GENERAL NAVY SCHOOLS AND TRAINED IN
HIS RATING ALONGSIDE HIS CONVENTIONAL ENGINEERING COUNTERPART.
IF HE IS UNABLE TO SATISFY THE DEMANDING ACADEMIC REQUIREMENTS
IN THE NUCLEAR SCHOOLS, THEN HE IS IMMEDIATELY AVAILABLE TO

BE ASSIGNED TO A CONVENTIONAL ENGINEERING BILLET OF HIS
RATING, THOSE MEN WHO LEAVE THE NUCLEAR PROGRAM FOR ACADEMIC
FAILURE ARE THEREFORE ABLE TO CONTINUE THEIR NAVAL SERVICE

AND MAKE A VALUABLE CONTRIBUTION TO THE AT-SEA MANNING OF.

THE CONVENTIONAL NAVY IN TECHNICAL FIELDS. IN ADDITION,
NEARLY ALL OF THE NAVY'S REQUIREMENTS FOR NUCLEAR TRAINED
PERSONNEL ARE FOR SEA DUTY. THEREFORE, IT IS IMPORTANT THAT
NUCLEAR TRAINED PERSONNEL ARE ABLE TO FILL GENERAL Navy

RATING BILLETS BECAUSE THE FEW NUCLEAR SHORE BILLETS WOULD

NOT PROVIDE REASONABLE SEA-SHORE ROTAION, THIS WOULD ADVERSELY
AFFECT THE RETENTION OF OUR NUCLEAR TRAINED PERSONNEL.

.

OBJECTIVES AND PHASFS OF NAVAL NUCLEAR PROPULSION TRAINING

THE OBJECTIVE OF THE NAVAL NUCLEAR PROPULSION TRAINING
PROGRAM IS TO PREPARE OFFICERS AND ENLISTED ENGINEERING
PERSONNEL TO DISCHARGE THEIR RESPONSIBILITY FOR SAFE AND
EFFECTIVE OPERATION OF PROPULSION PLANTS OF NUCLEAR-POWERED
SHIPS., THIS IS ACCOMPLISHED BY TEACHING THEM: (1) THE
PRINCIPLES OF SCIENCE AND ENGINEERING WHICH ARE FUNDAMENTAL
TO THE DESIGN, CONSTRUCTION, AND OPERATION OF NAVAL NUCLEAR
PROPULSION PLANTS; AND (2) THE DETAILS AND PRACTICAL KNOWLEDGE
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REQUIRED TO OPERATE AND MAINTAIN THESE PLANTS.

THE PROGRAMS TO TRAIN PERSONNEL FOR ENGINEERING DUTY
ABOARD NAVAL NUCLEAR-POWERED SHIPS ARE CENTERED AROUND FOUR
-MAJOR PHASES - FORMAL ACADEMIC-INSTRUCTION, OPERATIONAL
TRAINING AT ONE OF THE DEPARTMENT OF ENERGY LAND-BASED NAVAL
REACTOR PROTOTYPES, TRAINING AND QUALIFICATION AS A WATCHSTANDER
ABOARD AN OPERATING NAVAL NUCLEAR-POWERED SHIP, AND CONTINUING
~-SHIPBOARD TRAINING, EACH OF THESE FOUR PHASES 1S ESSENTIAL
IN THE SATISFACTORY TRAINING OF AN OPERATOR AND PROVIDING
ASSURANCE THAT ONLY THOSE WHO ARE MENTALLY AND EMOTIONALLY
CAPABLE,AND WHO HAVE DEMONSTRATED ABILITY AS A COMPETENT
NUCLEAR PROPULSION PLANT OPERATOR ARE ASSIGNED DUTY ABOARD
NUCLEAR-POWERED SHiPS.

EORMAL ACADEMIC INSTRUCTION

THE NUCLEAR PROPULSION TRAINING PROGRAM BEGAN IN 1951
WITH THE ENGINEERING OFFICERS AND CREW oF THE NAUTILUS. ThE
INITIAL THEORETICAL TRAINING WAS GIVEN AT THE AToMic ENEreY
Commission’s NAvAL REACTORS LABORATORY IN PITTSBURGH,
PENNSYLVANIA., WHEN CONSTRucTION oF THE MAUTILUS ProTOTYPE
IN IDAHO WAS SUFFICIENTLY 'ADVANCED, THE TRAINEES WERE TRANSFERRED
TO THE PROTOTYPE WHERE THEY CONTINUED BOTH THEORETICAL AND
OPERATIONAL TRAINING. UPoN REPORTING TO THE NAUTILUS AT THE
BUILDING YARD, DETAILED SHIPBOARD TRAINING WAS CONDUCTED
THROUGHOUT THE CONSTRUCTION, TEST, AND TRIAL PERIOD, UNDER
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SUPERVISION OF NAVAL REACTORS AND CONTRACTOR PERSONNEL. A
SIMILAR PROGRAM WAS COMMENCED IN 1953 For THe SEAWOLF ENGINEERING
OFFICERS AND MEN AT THE ATomic ENerey Commission NavaL
REACTORS LABORATNRY AND PROTOTYPE SITE IN WesT MiLTon, New
York. As THE NUMBER OF NUCLEAR-POWERED SHIPS AUTHORIZED FOR

" CONSTRUCTION INCREASED, IT WAS RECOGNIZED THAT A PROGRAM
CAPABLE OF TRAINING LARGE NUMBERS OF OFFICERS AND ENLISTED
MEN SHOULD BE ESTABLISHED. THE NavaL NucLEar Power ScHooL
WAS ESTABLISHED AT NEw LonDoN, CONNECTICUT IN JaNuary, = 1956
AND GRADUATED ITS FIRST CLASS OF NUCLEAR SUBMARINE OFFICERS
IN JuNE, 1956, THIS SCHOOL WAS SUBSEQUENTLY RELOCATED AT
BAINBRIDGE, MARYLAND,

ACADEMIC TRAINING FOR SURFACE SHIP OFFICERS WAS CONTINUED

AT THE IDAHO PROTOTYPE SITE UNTIL 1959 WHEN A SECOND NAVAL
NucLEAR PoWER ScHOOL WAS ESTABLISHED AT MARE ISLAND, CALIFORNIA,
FOR BOTH SURFACE AND SUBMARINE PERSONNEL. From 1959 untiIL
1976 ALL FORMAL ACADEMIC TRAINING FOR OFFICERS AND ENLISTED
PERSONNEL IN THE NAVAL NUCLEAR PROGRAM WAS CARRIED OUT AT
oNE OF THESE TWo NavaL NucLEAR Power ScHooLs. IN 1976, THE
SCHOOL AT BAINBRIDGE, MARYLAND wAs MOVED To ORLANDO, FLORIDA
AND IN 1977 THE scHooL AT MARE IsLAND, CALIFORNIA MERGED
WITH THE NucLEAR POWER ScHooL, ORLANDO, WHERE ALL FORMAL
ACADEMIC TRAINING IS PRESENTLY CONDUCTED.




PURPOSE OF NUCLFAR POWER SCHOOL

THE purpPosE oF HavaL NucrLear Power ScHooL, ORLANDO 1S To
TEACH OFFICER AND ENLISTED STUDENTS THOSE PRINCIPLES OF SCIENCE
AND ENGINEERING FUNDAMENTALS NECESSARY FOR THE UNDERSTANDING OF
THE OPERATION OF NAVAL NUCLEAR PROPULSION PLANTS, AND TO PREPARE
THEM FOR FUTURE ASSIGNMENT TO PROTOTYPE TRAINING AND EVENTUAL
RESPONSIBILITIES RELATING TC THE SAFE AND EFFECTIVE OPERATION OF
PROPULSION PLANTS OF NUCLEAR POWERED SHIPS.

IN PURSUIT OF THIS PURPOSE WE SET HIGH STANDARDS AND WE
STICK TO THEM, WE STRESS THAT THE OPERATOR MUST BE TRAINED IN
BASIC PRINCIPLES, SO THAT HE KNOWS NOT ONLY WHAT HE IS DOING,
BUT WHY. }E TEACH BASIC THEORY, PRINCIPLES OF THE BASIC COMPONENTS
AND SYSTEMS, AND APPLICATION OF THESE SYSTEMS AND THEORY TO
WATCHSTATION DUTIES. THE STUDENTS ARE TESTED WITH FREQUENT
AND DEMANDING EXAMINATIONS TO BE SURE THEIR KNOWLEDGE CAN BE
APPLIED, NOT JUST THEIR MEMORY EXERCISED, WE MOTIVATE THEM
TO. PERFORM, AND DO NOT ALLOW THEM TO PROCEED AT THEIR OWN
PACE, IF IT IS TOO SLOW. CLASSROOM INSTRUCTION TAKES PRIORITY
OVER EVERYTHING ELSE AT NucLEAR Power ScHooL. -

NUCLEAR POMER SCHOOL ORGAMIZATION

MucLeaR PowerR ScHOOL 1S COMPRISED OF FOUR DEPARTMENTS
UNDER A CoMMANDING OFFICER AND Executive Osricer. A Pre-ScHooL
DePARTMENT, ENLISTED DEPARTMENT, OFFICER DEPARTMENT, AND
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ADMINISTRATIVE DEPARTMENT MAKE UP THIS ORGANIZATION,

THe CoMMANDING OFFICER IS RESPONSIBLE FOR THE ACADEMIC
PROGRAM, HE CERTIFIES THAT INSTRUCTORS ARE TECHNICALLY PREPARED
Td TEACH, APPROVES THE EXAMINATIONS, MONITORS THE PERFORMANCE OF
THE INSTRUCTORS AND.RECOMMENDS STUDENT DISENROLLMENTS.

) DEPARTMENT HEADS ARE RESPONéIBLE FOR THE COURSE CONTENT '

SPECIFIED IN APPROVED TOPICAL GUIDES, THEY ARE RESPONSIBLE FOR
INSTRUCTOR TRAINING, REVIEW OF PROPOSED EXAMINATIONS; AND
MONITORING THE PERFORMANCE OF INSTRUCTORS IN THEIR RESPECTIVE
DEPARTMENTS,

THe CoMmANDING OFFICER OF NucLEAR POWER SCHOOL HAS ALREADY
SERVED AS COMMANDING OFFICER OF A NUCLEAR POWERED SHIP, THE
ExecuTive OFFICER IS NUCLEAR TRAINED AND HAS SERVED AS THE
Executive OFFICER OF A SHIP. THE ACADEMIC DEPARTMENT HEADS
HAVE ALL SERVED AS ENGINEER OFFICERS OF NUCLEAR POWERED SHIPS,

THE INSTRUCTORS AT NUCLEAR POWER SCHOOL COME FROM TWO SOURCES:

(1) DIRECT INPUT OFFICERS RECRUITED SPECIFICALLY TO

SERVE AS INSTRUCTORS. THEY ARE SELECTED BY MAVAL REACTORS IN THE

SAME MANNER AS OFFICER STUDENTS BUT MUST MEET HIGHER ACADEMIC

CRITERIA IN THEIR EDUCATIONAL FIELD, AFTER A SIX WEEK NAVY

INDOCTRINATION COURSE AT NEWPORT, RHODE ISLAND, THEY REPORT

10 NUCLEAR POWER SCHOOL TO TEACH FOR THEIR FOUR YEAR TOUR OF

DUTY IN THE NAavy, MANY OF THESE OFFICERS HAVE ADVANCED DEGREES
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IN THEIR ACADEMIC SPECIALTY,
(2) OFFICER AND ENLISTED INSTRUCTORS WHO HAVE ALREADY
COMPLETED A TOUR OF SEA DUTY ON A NUCLEAR POWERED SHIP. TYPICALLY
THESE SEA RETURNEE INSTRUCTORS HAVE GRADUATED IN THE TOP FIFTY
PERCENT OF THEIR NUCLEAR POWER SCHOOL AND PROTOTYPE CLASSES.
THEY ALSO HAVE AN EXCELLENT FLEET PERFORMANCE RECORD. OFFICER
INSTRUCTORS SO ASSIGNED HAVE ALREADY QUALIFIED TO SERVE AS
ENGINEER OFFICER OF A NUCLEAR POWERED SHIP,

-SCHO P i

THE PuRPOSE OF PRE-NUCLEAR POWER SCHOOL 1S TO BRING ALL
"ENLISTED STUDENTS TO A COMMON ACCEPTABLE LEVEL IN MATHEMATICS
AND PHYSICS; TO PREPARE STUDENTS MEDICALLY AND ADMINISTRATIVELY
FOR ENROLLMENT; AND TO TEACH STUDENTS HOW TO STUDY. THE LENGTH
oF PRE-SCHOOL IS EITHER SIX OR THREE WEEKS DEPENDING UPON THE
INDICATED ACADEMIC ABILITY OF THE STUDENT BASED ON THE NUCLEAR
F1eLp QuaLiFicaTION TEST SCORE AND PREVIOUS NAVY SCHOOL
PERFORMANCE, THE PRE-SCHOOL CURRICULUM 1S NOT PART OF THE HUCLEAR
PoweER SCHOOL CURRICULUM FOR TRAINING THE INDIVIDUAL TO BE A
NUCLEAR PROPULSION PLANT OPERATOR. PRE-SCHOOL GIVES STUDENTS WITH
WEAK HIGH SCHOOL ACADEMIC BACKGROUNDS A BETTER OPPORTUNITY TO
PASS THE RIGOROUS NUCLEAR POWER SCHOOL COURSE; 1T ALSO
FACILITATES ASSIGNMENT OF PERSONNEL SO THAT LESS TIME IS WASTED
BETWEEN COMPLETION OF NAvVY RATING SCHOOL AND COMMENCEMENT OF
NucLEAR Power SchooL,
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ENLISTED DEPARTMENT

THE ENLISTED DEPARTMENT IS MADE UP OF SEVEN ACADEMIC
DIVISIONS EACH HEADED BY A DIVISION DIRECTOR, THE DiVISION DIRECTOR
1S RESPONSIBLE FOR THE SUBJECT CONTENT OF THE COURSE IN ACCORDANCE
WITH APPROVED TOPICAL GUIDES; FOR TRAINING HIS INSTRUCTORS; AND
FOR PREPARING ALL OF HIS EXAMINATIONS. THE ACADEMIC DIVISIONS
CONCENTRATE ON THE QUALITY OF THEIR TEACHING, THE QUALITY OF
THEIR GROUP EXTRA INSTRUCTION AND INDIVIDUAL TUTORING WHICH
IS GIVEN TO THE WEAKER STUDENTS.

THE ENLISTED DEPARTMENT IS ALSO ORGANIZED MILITARILY TO
PROVIDE ADVISORS WHO COUNSEL THE STUDENTS.

QFFICER DEPARTMENT

THE OFr1cerR DEPARTMENT IS ORGANIZED IN A SIMILAR MANNER TO
THE ENLISTED DEPARTMENT, WITH THE EXCEPTION THAT THE INSTRUCTORS
ALSO FILL A MILITARY ROLE AS ADVISORS AND COUNSELORS.
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CIVILIAN SUPPORT, BETTIS TECHNICAL CONSULTANTS

TWO EXPERIENCED CIVILIAN SCIENTISTS FROM THE BETTIS!ATOMIC
Power LABORATORY ARE IN RESIDENCE AT NuUCLEAR POWER ScHooOL As
TecHnicAL CONSULTANTS,

THE ROLE OF THE BETTIS TECHNICAL CONSULTANTS IS TO ACT AS
A TECHNICAL ADVISOR TO NUCLEAR POWER SCHOOL STAFF, MAINTAIN
L1A1sON BETWEEN NUCLEAR POWER ScHooL AND THE BETTIS Atomic Power
LABORATORY, AND MONITOR NUCLEAR POwER ScHOOL EFFECTIVENESS. THEY

ALSO ASSIST THE INSTRUCTORS IN PREPARING AND PRESENTING|THE COURSE

MATERIAL.

THE NucLear POWER SCHOOL CURRICULUM IS PREPARED UNDER MY
DIRECTION BY THE NAVAL REACTORS STAFF IN WASHINGTON., THE
ASSISTANCE OF THE NAVAL REACTORS LABORATORIES IS UTlleﬁn N
DEVELOPING THE CURRICULUM, THE cOURSE AT NucLEAR Power 'ScHooL
LASTS SIX MONTHS AND CONSISTS OF APPROXIMATELY 700) HOURS OF

CLASSROOM INSTRUCTION,

THE OFFICER STUDENT CURRICULUM INCLUDES MATHEMATICS,
PHYSICS, HEAT TRANSFER AND FLUID FLOW, ELECTRICAL ENGINEERING,
REACTOR DYNAMICS, CHEMISTRY, ASPECTS OF REACTOR PLANT OPERATIONS,
MATERIALS, RADIOLOGICAL FUNDAMENTALS, CORE CHARACTERISTICS AND
REACTOR PLANT SYSTEMS, WHICH IS AN OVERVIEW OF ALL MECHAFICAL AND



490

ELECTRICAL SYSTEMS, OFFICERS RECEIVE INSTRUCTION UP TO AND
" INCLUDING THE GRADUATE LEVEL.

THE ENLISTED CURRICULUM INCLUDES REACTOR PLANT SYSTEMS,
MATHEMATICS, PHYSICS, HEAT TRANSFER AND FLUID FLOW, REACTOR
PRINCIPLES, CHEMISTRY, RADIOLOGICAL FUNDAMENTALS, MATERIALS, )
SPECIALIZED IN-RATE INSTRUCTION ON PLANT SYSTEMS AND REACTOR PLANT
OPERATIONS, ENLISTED PERSONNEL RECEIVE INSTRUCTION AT THE
UNDERGRADUATE COLLEGE LEVEL.

THE CURRICULUM 1S CAREFULLY ORGANIZED TO PROVIDE THE
PRINCIPLES OF SCIENCE AND ENGI“&ER[NG NECEégARY FOR UNDERSTANDING
THE OPERATION OF NAVAL NUCLEAR PROPULSION PLANTS. FEACH SUBJECT
SERVES AS A BUILDING BLOCK SUPPORTING THE STUDENTS FURTHER
TRAINING, FOR EXAMPLE: THE REACTOR PLANT SYSTEMS SUBJECT MATTER
SUPPORTS THE HEAT TRANSFER AND FLUID FLOW SUBJECT., MATHEMATICS
SUPPORTS ALL SUBJECTS. PHYSICS SUPPORTS REACTOR PRINCIPLES,
CHEMISTRY, AND RADIOLOGICAL FUNbAMENTALS SUBJECTS. ALL
COURSES USE SHIPBOARD EXAMPLES WHEN EXPLAINING CONCEPTS, FOR
EXAMPLE, IN MATHEMATICS THE INSTRUCTOR AVOIDS USING ABSTRACT
EQUATIONS AND USES THE FORMULAS FROM THE SUBJECTS 'THAT WILL BE
STUDIED AT THE SCHOOLL

CONTROL OF THE CURRICULUM STARTS WITH TOPICAL GUIDES,
THERE IS A TOPICAL GUIDE FOR EVERY SUBJECT TAUGHT AT NUCLEAR
Power ScHooL. THE TOPICAL GUIDE IS ORIGINATED BY THE HUCLEAR
PowER SCHOOL STAFF, REVIEWED BY THE BETTIS LABORATORY, AND
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APPROVED BY NAVAL REACTORS. THE PURPOSE OF A TOPICAL GUIDE IS TO
REGULATE THE SUBJECT BY SPECIFYING WHAT MUST BE COVERED, THE
ORDER IN WHICH THE TOPICS MUST BE COVERED, THE TIME ALLOTTED FOR
EACH TOPIC, AND WHEN EXAMINATIONS MUST BE GIVEN, LESSON PLANS
ARE DEVELOPED FROM THESE TOPICAL GUIDES FOR USE IN TEACHING A
CLASS, IN ADDITION, STUDENT LEARNING OBJECTIVES ARE DEVELOPED
FROM THE TOPICAL GUIDES, THESE OBJECTIVES TELL THE STUDENTS
WHAT THEY SHOULD BE GETTING OUT OF THE COURSE.

THE BASIS FOR TEXTBOOK AND OTHER DOCUMENT SELECTION IS
THAT THEY WILL DIRECTLY SUPPORT NUCLEAR POWER SUBJECTS, AS
WELL AS INCLUDE ADDITIONAL INFORMATION TO CHALLENGE EVEN THE
BEST STUDENT. MANUALS ARE PREPARED FOR NUCLEAR POWER ScHooL
FOR USE BY THE SCHOOL, THE PROTOTYPES, AND THE SHIPS IN THE
FLEET. THESE MANUALS ARE PREPARED BY THE BETTIS oR KAPL
.LABORATORIES AND APPROVED BY NAvAL REACTORS PRIOR TO ISSUE.
USE OF COMMERCIAL TEXTS FOR SOME SUBJECTS ARE APPROVED BY
NavaL ReacTors. REACTOR PLANT MANUALS AND OTHER TECHNICAL
MANUALS ARE USED FOR INSTRUCTOR REFERENCE. BOOKS CONTAINING
PRACTICE PROBLEMS FOR EACH SUBJECT ARE PREPARED BY THE MUCLEAR
Power SCHOOL AND GIVEN TO STUDENTS TO BE USED THROUGHOUT THE
COURSE, '

T ™n ™
INSTRUCTOR QUALITY CONTRO

THE INITIAL TRAINING OF A NEW INSTRUCTOR TAKES ABOUT THREE
MONTHS., DURING THIS INITIAL TRAINING THE NEW INSTRUCTOR IS FIRST

92-529 0 - 92 - 32
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REQUIRED TO TAKE THE SUBJECT HE WILL TEACH, HE WILL GIVE PRACTICE
LECTURES AND BECOME FAMILIAR WITH RELATED NucLEAR Power ScHooL
SUBJECTS., THE NEW INSTRUCTOR MUST PASS ORAL BOARDS ON THE
TECHNICAL CONTENT OF THE COURSE, AND PRESENT A CERTIFICATION
‘LECTURE FOR THE DIVISION DIRECTOR, THE DEPARTMENT HEAD, AND THE
_COMMANDING OFFICER., HE MUST ALSO PASS AN ORAL CERTIFICATION BOARD
BY THE DIVISION DIRECTOR, THE DEPARTMENT HEAD, AND THE COMMANDING
“OFFICER. AFTER QUALIFICATION, THE TRAINING CONTINUES SO THAT

THE INSTRUCTOR WILL REMAIN CURRENT AND KNOWLEDGEABLE. AN

-ANNUAL WRITTEN EXAMINATION IS ADMINISTERED TO ALL INSTRUCTORS TO
DETERMINE ANY_WEAK_AREAS, THE INSTRUCTOR'S_CLASSROOM PRESENTATION_
IS AUDITED AT LEAST TWICE DURING EACH PERIOD HE TEACHES A SUBJECT,
THE COMMANDING OFFICER, THE EXECUTIVE OFFICER AND THE DEPARTMENT
HEADS ARE REQUIRED TO AUDIT ONE INSTRUCTOR EACH WEEK: ALso BETTIS
TECHNICAL CONSULTANTS RANDOMLY MONITOR THE INSTRUCTORS. EVALUATION
REPORTS ARE FILLED OUT BY THE AUDITORS AND DISCUSSED WITH THE
INSTRUCTOR., THESE REPORTS ARE FORWARDED UP THE CHAIN OF COMMAND
AND FILED IN THE INSTRUCTOR TRAINING FOLDER AFTER ANY NECESSARY
CORRECTIVE ACTION HAS BEEN TAKEN,

EXAMINATIONS

BOTH OFFICER AND ENLISTED STUDENTS ARE REQUIRED TO PASS A
FOUR HOUR WRITTEN COMPREHENSIVE EXAMINATION PRIOR TO GRADUATION.
IN ADDITION, THERE ARE WEEKLY QUIZES AND A TWO HOUR EXAMINATION
ABOUT EVERY TEN DAYS, NO MULTIPLE CHOICE OR TRUE AND FALSE
QUESTIONS ARE USED ON ANY EXAMINATIONS AT NucLEAR Power ScHool.
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QUESTIONS INVOLVE SINGLE AND MULTIPLE CONCEPTS WHICH REQUIRE ESSAY
ANSWERS, DEFINITIONS, STATEMENTS OF FACTS, QR CALCULATIONS.

THE PHILOSOPHY OF QUESTIONING IS TO EXAMINE THE STUDENT IN BASIC
THEORY AND THE APPLICATION OF THIS THEORY TO THE PRINCIPLES

OF OPERATION OF THE BASIC PLANT COMPONENTS ANb SYSTEMS,

CAREFUL QUALITY CONTROL IS EXERCISED IN THE PREPARATION
AND ADMINISTRATION OF EXAMINATIONS. EACH EXAMINATION IS WRITTSN
AND REVIEWED BY TWO MEMBERS OF THE ACADEMIC DIVISION, A TRIAL
EXAMINATION IS GIVEN TO ANOTHER MEMBER AS A CHECK ON ANY PROBLEMS
WHICH MAY ARISE WITH THE QUESTIONS ON THE EXAMINATION OR|THE TIME
ALLOTTED FOR THE EXAMINATION, THE EXAMINATION IS THEN REVIEWED
AND APPROVED BY THE ACADEMIC DIVISION DIRECTOR, THE DEPATTMENT
HEAD, THE BETT1s TecHNICAL CONSULTANT AND FINALLY THE COMMANDING
OFFICER. [EXAMINATIONS ARE REVIEWED TO INSURE THAT THEY MEET THE
OBJECTIVES OF THE SUBJECT TOPICAL GUIDES, ARE TECHNICALLY
ACCURATE, AND HAVE ACCEPTABLE ANSWERS ON THE ANSWER KEYS.
THEY MUST MEET THE STANDARDS OF DIFFICULTY FOR THE INDIVIDUAL
QUESTIONS AND FOR THE TOTAL EXAMINATION,

AFTER THE EXAMINATION HAS BEEN GIVEN AND GRADED IT ﬁS
REVIEWED BY THE INSTRUCTOR WITH ALL OF HIS STUDENTS DURING THE
NEXT CLASS PERIOD, AT THIS TIME THE INSTRUCTOR DISCUSSES THE
CONCEPTS THAT GAVE THE STUDENTS THE MOST DIFFICULTY, IF A
STUDENT FAILS AN EXAMINATION, THE INSTRUCTOR INTERVIEWS HIM
TO ANALYZE HIS FERFORMANCE ON THE EXAMINATION, SO THAT COBRECTIVE
ACTION CAN BE EFFECTIVE. '
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u N

STUDENT PERFORMANCE IS CONTINOUSLY MONITORED. INSTRUCTORS
MONITOR STUDENT PERFORMANCE BY GRADING DAILY HOMEWORK, GIVING
FREQUENT QUIZZES AND A 2 TO 3 HOUR EXAMINATION ABOUT EVERY 10
DAYS, ADVISORS MONITOR THE STUDENTS PERFORMANCE BY INTERVIEWINC
STUDENTS WHO HAVE ACADEMIC PROBLEMS WEEKLY, AND EVERY STUDENT AT
LEAST EVERY TWO WEEKS. THE ADVISOR REVIEWS RECORDS OF STUDENT
STUDY HOURS FOR CORRELATION WITH THE STUDENT'S ACADEMIC PERFORMANCE.
IF THE STUDENT'S GRADES ARE BELOW AVERAGE HE 1S REQUIRED TO SIGN

IN WHENEVER HE STUDIES AT THE SCHOOL SO THAT HIS STUDY HOURS CAN
BE CHECKED. THE ADVISOR ALSO MONITORS THE STUDENT BY ATTENDING
THE LECTURES AND OBSERVING THE STUDENT'S PARTICIPATION, IN
ADDITION, THE ADVISOR MEETS WITH ALL HIS STUDENT'S INSTRUCTORS AT
LEAST EVERY TWO WEEKS TO DISCUSS INDIVIDUAL OR GROUP STUDENT
PERFORMANCE. THE CLASS DIRECTOR MEETS WEEKLY WITH THE ADVISORS
AND THE ADVISORS REPORT WEEKLY BY MEMORANDUM TO THE COMMANDING
OFFICER VIA THE CHAIN OF COMMAND, THIS WEEKLY MEMO DISCUSSES
ACADEMIC, MILITARY OR PERSONAL PROBLEMS THAT THE STUDENTS MAY
HAVE .,

THE SENIOR STAFF, THE CoMMANDING OFFICER, EXEcuTIVE OFFICER,
AND AcaDemic DEPARTMENT HEADS, OBSERVE ONE SECTION WEEKLY.
THESE OBSERVATIONS COUPLED WITH GRADE REPORTS AND SECTION ADVISOR
MEMOS, INSURE THAT THE CHAIN OF COMMAND IS CURRENT ON THE QUALITY
OF STUDENT PERFORMANCE AND ON STUDENT PROBLEMS.
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VARIOUS ACTIONS ARE AVAILABLE TO ASSIST STUDENTS WHO ARE
HAVING DIFFICULTIES. THE ACTIONS DESIGNED TO CORRECT ACAPEMIC
DEFICIENCIES INCLUDE A MANDATORY STUDY PROGRAM IN WHICH STUDENTS
ARE" ASSIGNED A CERTAIN NUMBER OF HOURS TO STUDY ON A WEEKLY BASIS

BASED ON THEIR GRADES, SOME WEAK STUDENTS ARE ASSIGNED WEEKEND
. REVIEW PACKAGES CONTAINING ADDITIONAL HOMEWORK QUESTIONS TO BE
ANSWERED AND REVIEWED, I[N ADDITION, STUDENTS ARE ASSIGNED
SATURDAY MORNING MAKEUP WORK IF THEY HAVE NOT DEVOTED REASONABLE
EFFORT ON THEIR HOMEWORK; WEAK STUDENTS ARE ASSIGNED INSTRUCTOR
ASSISTANCE BY THEIR SECTION ADVISOR OR AN INSTRUCTOR FOR
PERSONALIZED HELP, THERE ARE MANﬁATORY EXTRA INSTRUCTION
SESSIONS WEEKLY FOR POOR STUDENTS IN EVERY SECTION.

IF REQUIRED, A STUDENT IS GIVEN EXAM FAILURE COUNSELLING.
THE INSTRUCTORS AND SECTION ADVISORS REVIEW THE STUDENT'S
EXAMINATION TO DETERMINE THE REASONS FOR HIS FAILURE, INCLUDING
" A CHECK OF HIS STUDY HABITS AND CLASSROOM NOTES. THEY THEN DEVELOP
A CORRECTIVE STUDY PROGRAM FOR THE STUDENT.

IF A STUDENT HAS CONTINUALLY FAILED EXAMS HE GOES BEFORE
AN ACADEMIC BOARD, THESE ACADEMIC BOARDS GIVE ORAL EXAMINATIONS
TO DETERMINE A PARTICULAR STUDENT'S CURRENT LEVEL OF KNOWLEDGE AND
HIS POTENTIAL TO SUCCESSFULLY COMPLETE THE COURSE. THE BOARD CAN
RECOMMEND RETENTION ON ACADEMIC PROBATION OR THAT THE STUDENT BE
DROPPED, DEPENDING ON THE KNOWLEDGE THE STUDENT SHOWS AT THE
BOARD.
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1 APPROVE ALL OFFICER STUDENT DISENROLLMENTS FROM NUCLEAR
Power ScHooL. A MEMBER OF MY STAFF APPROVES ALL ENLISTED STUDENT
DISENROLLMENTS, ~

STUDENT RECORDS

COMPLETE RECORDS ARE MAINTAINED ON EACH STUDENT'S WORK AT
NucLEAR Power ScHoOL. THIS INCLUDES ALL OF THE RESULTS OF HIS
EXAMINATIONS, HIS PROGRESS AND EVERY PERSONAL COUNSELLING SESSION

—HE-18-GIVEN, HIS COMMENT_FOLDER WHICH CONTAINS SUMMARIES OF ALL
COUNSELLING SESSIONS WHILE AT MucLEAR Power ScHooL IS RETAINED
FOR FIVE YEARS WHILE HIS CLASS STANDING AND COURSE AVERAGE IS
MAINTAINED PERMANENTLY ON FILE,
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.
OPERATIONAL TRAINING IS CONDUCTED AT EIGHT LAND-BASED
NavaL ReAcTORS PROTOTYPES., THREE ARE LOCATED AT THE NAVAL
Reactors FaciLiTy, IDAHO FALLS, IDAHO: FOUR AT WEST ngron,
NEw YORK: AND ONE AT WinDsoR., CoNNECTICUT. THESE PROTé-
TYPES ARE OWNED AND OPERATED BY THE DEPARTMENT OF ENERGY
(DOE) PRIMARILY TO PROVIDE RESEARCH AND TEST FACILITIES
FOR THE DOE NAVAL REACTORS LABORATORIES. INSTRUCTION 1S
PROVIDED BY NAVAL PERSONNEL AND BY CIVILIAN PERSONNEL FROM
THE NAvAL REACTORS LABORATORIES., THE NAVY PROVIDES SOME
OF THE CLASSROOM AND ADMINISTRATIVE FACILITIES TOGETHER
WITH MOST OF THE OPERATING CREW FOR THE PROTOTYPE PLANT.
The DOE IN TURN MAKES THE PLANT AVAILABLE FOR TRAINING
WHEN IT IS NOT OTHERWISE REQUIRED FOR DEVELOPMENTAL TE?T[NG.
AT THESE PROTOTYPES, THE NAVY PERSONNEL IN TRAINING
RECEIVE LECTURES AND ON-THE-JOB INSTRUCTION IN THE PRACTICAL
ASPECTS OF REACTOR PLANT OPERATION, THEY OPERATE ALL OF
THE EQUIPMENT ASSOCIATED WITH THE REACTOR PLANT UNDER THE
SUPERVISION OF QUALIFIED INSTRUCTORS., OFFICERS QUALIFY
AS ENGINEERING OFFICER OF THE WATcH., THEY MUST'DEMONS#RATE
A THOROUGH KNOWLEDGE OF ALL THE REACTOR PLANT AND STEAM
PLANT SYSTEMS AS WELL AS THE DETAILED OPERATING CRITERIA
AND PROCEDURES, AND DEMONSTRATE THE ABILITY TO PERFORM
OPERATIONS ON ALL WATCH STATIONS IN THE PROTOTYPE PLANT:
THEY MUST DEMONSTRATE THAT THEY CAN TAKE CHARGE OF THE

PLANT AND PUT IT THROUGH NORMAL AND CASUALTY MANEUVERS,
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ENLISTED MEN QUALIFY AS OPERATORS OF EQUIPMENT CONNECTED
WITH THEIR PARTICULAR RATING. THIS QUALIFICATION CONSISTS
OF DEMONSTRATING GENERAL KNOWLEDGE OF ALL REACTOR PLANT
SYSTEMS AND DETAILED KNOWLEDGE OF THOSE ASSOCIATED WITH
THEIR OWN RATING. THEY MUST QUALIFY ON THE WATCH STATIONS
THEY WOULD NORMALLY STAND ABOARD SHIP, AND THEY MUST BE
"ABLE TO HANDLE NORMAL MAINTENANCE PROBLEMS ON THEIR EQUIP-
MENT.

I WANT TO MAKE IT CLEAR THAT THIS TRAINING IS ALL
CARRIED OUT ON AN OPERATING PROTOTYPE PROPULSION PLANT,
NOT ON A REACTOR SIMULATOR. As FAR AS | AM CONCERNED,

YOU CANNOT TAKE AN INEXPERIENCED PERSON AND TRAIN HIM ON

A REACTOR SIMULATOR, EVERY TIME HE MAKES A MISTAKE ON

A SIMULATOR., THE INSTRUCTOR STOPS AND MERELY MOVES SOME
SWITCH BACK TO ITS PROPER POSITION AND THEN GOES ON. ON

A SUBMARINE IF YOU MAKE A MISTAKE, THE REACTOR COULD SHUT
DOWN WHEN THE SHIP IS SUBMERGED. [F THERE IS AN ENEMY
RIGHT THERE, YOU CANNOT COME TO THE SURFACE AND REGROUP.
IT IS IMPERATIVE THAT THE TYPE OF TRAINING BE GEARED TO
THIS INCREASED LEVEL OF RESPONSIBILITY. YOU HAVE TO TRAIN
PEOPLE TO REACT TO THE REAL SITUATION AT ALL TIMES: BUT

IF THEY ARE TRAINED WITH A SIMULATOR, THEY TEND TO EXPECT
THERE WILL BE NO CONSEQUENCES AS A RESULT OF THEIR ACTIONS,
THIS SIMPLY WON'T WORK IN REAL LIFE,
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SOME COMPANIES HAVE TRIED TO GET INTO THE BUSINESS OF
BUILDING REACTOR SIMULATORS FOR US CLAIMING IT WILL ALLOW
US TO TRAIN OUR PEOPLE FAST. THEN THEY CAN GRANT A CER-
TIFICATE THAT THE NAVY PEOPLE OPERATED A SlMULATOk.

BuT | WANT TO KNOW THAT THEY CAN OPERATE A REAL HONEST-
TO-GOODNESS REACTOR PLANT,

| WouLD SAY THAT FOR ANYONE DEALING WITH NUCLEAR POWER.
IT IS TOO COMPLEX A TECHNOLOGY TO HAVE PEOPLE JUST GéT.AN
IDEA HOW TO OPERATE A REACTOR BY LEARNING HOW TO THROW
A FEW SWITCHES THAT CAN BE IMMEDIATELY CHANGED TO CORRECT
AN ERROR, THE FACT THAT YOU WILL BE OPERATING A REACTOR
IN A SHIP IN COMBAT WHERE PEOPLES’ LIVES DEPEND ON YOUR
PERFORMANCE GIVES YOU AN ENTIRELY DIFFERENT FEELING ABOUT
THE IMPORTANCE OF PROPER TRAINING,

I 60 OUT ON THE INITIAL SEA TRIALS OF EVERY NUCLEAR
SHIP, MORE THAN HALF THE CREW HAVE NEVER BEEN TO SEA
BEFORE. | AM TALKING ABOUT A BRAND NEW SHIP. YET I
PUT THEM THROUGH THEIR PACES, | REQUIRE THEM TO EXERCISE
THE SHIP AND THE PROPULSION PLANT TO ITS FULLEST. Now,
THIS IS A NEW CREW, AND THEY MUST DO ALL THESE THINGS WHEN
THEY HAVE HAD LITTLE OR NO EXPERIENCE AT SEA. THEY HAVE
NO OUTSIDERS TO ADVISE THEM, AND THEY MUST BE ABLE TO
OPERATE THE SHIP CORRECTLY FOR ME TO BE SATISFIED, - THE
ONLY WAY THEY CAN DO THIS IS IF THEY HAVE BEEN PROPERLY
TRAINED UNDER CIRCUMSTANCES IDENTICAL TO WHAT THEY ENCOUNTER



500
AT SEA, YOU CANNOT DO THIS WITH SIMULATORS.

LNTRODUCTION TO PROTOTYPE TRAINING

TRAINING AT ‘ANY ONE OF THE EIGHT PROTOTYPES IS CON-
DUCTED THE SAME WAY, AND 1S BASED ON A FOUR-PHASE PROGRAM
‘COVERING A 26 WEEK TRAINING PERIOD. A CLASSROOM PHASE,
TRANSITION PHASE, IN-HuLL PHASE AND PROFICIENCY PHASE
MAKE UP THE BASIC PROTOTYPE TRAINING PLAN.

THE STUDENTS ARE ASSIGNED TO ONE OF THE PROTOTYPES
uPON cOMPLETION OF NucLEAR POWER ScHooL. WHEN THE CLASS
ARRIVES, IT STARTS CLASSROOM TRAINING WHICH -IS PRIMARILY
CONDUCTED IN SPACES OUTSIDE THE PROTOTYPE HULL. AFTER
FIVE WEEKS, THE STUDENT STARTS MAKING THE TRANSITION INTO
THE HULL AND HE THEN BEGINS WATCHSTANDING TRAINING UNDER
INSTRUCTION, THIS IS WHAT PROTOTYPE TRAINING 1S ALL ABOUT:
TO GIVE THE MAN IN-HULL EXPERIENCE OPERATING THE REACTOR
PLANT, OPERATING EQUIPMENT VERY MUCH LIKE THAT HE WILL
BE OPERATING AT SEA, USING PROCEDURES LIKE ‘THOSE HE WILL
BE USING AT SEA., THE MAJOR OBJECTIVE OF PROTOTYPE TRAINING
IS TO MAKE THE BEST USE OF THE TRAINING THAT IS DONE IN
" THE HULL WITHIN THE CONSTRAINTS OF REACTOR SAFETY, AT
THE CONCLUSION OF THE WATCHSTANDING TRAINING UNDER INSTRUCTION.
THE MAN QUALIFIES BY PASSING WRITTEN AND ORAL EXAMS. THIS
ALLOWS HIM TO STAND THE WATCH AND TO OPERATE THE EQUIPMENT
ON HIS OWN--WITHOUT THE PRESENCE OF AN INSTRUCTOR. AFTER
HE HAS QUALIFIED, AND IN THE PERIOD BEFORE HIS CLASS GRADUATES.
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HE STANDS WATCHES TO GAIN PROFICIENCY AS A WATCHSTANDER,

THERE ARE TWO REASONS WHY THE PROGRAM IS BASED ON
THESE FOUR PHASES, FIRST, THIS' IS A SYSTEMATIC APPROACH
TO PREPARE THE MAN TO STAND WATCHES BY GETTING HIM TO
LEARN THE SYSTEMS AND COMPONENTS HE WILL BE OPERATING,
AND THEN ACTUALLY OPERATING THEM, [T IS A REPETITIVE
PROCESS WHICH GOES FROM THEORY. TO HARDWARE FAMILIARITY.
TO OPERATION, THE PREPARATION ENABLES A MORE EFFICIENT
USE OF THE PROTOTYPE REACTOR PLANT WHEN THE MAN ENTERS
THE WATCHSTANDING PHASE,

SECOND, WITH THIS FOUR-PHASE PROGRAM, TWO CLASSES
FROM NucLEAR POWER SCHOOL CAN BE ACCOMMODATED AT THE PLANT
AT THE SAME TIME, AGAIN, THIS MAKES FOR THE BEST USE OF
THE PROTOTYPE EQUIPMENT. THE TIME ONE CLASS STARTS INTO
WATCHSTANDING TRAINING COINCIDES WITH THE TIME THE PREVIOUS
CLASS QUALIFIED, AND THE TIME IT ENDS WATCHSTANDING TRAINING
COINCIDES WITH THE TIME THE NEXf CLASS STARTS ITS
WATCHSTANDING TRAINING,

PROTOTYPE CLASSROOM PHASE

THE CLASSROOM PHASE IS OF FIVE WEEKS ﬁURATION. THis
PHASE CONSISTS PRIMARILY OF LECTURES, COUPLED WITH SOME
PRACTICAL TRAINING,
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IN THE CLASSROOM PHASE. THE STUDENT SPENDS 12 HOURS
A DAY AT THE SITE, MoNDAY THROuGH FRipAY, DURING THIS
TIME AN OFFICER GETS ABOUT 7 HOURS A DAY OF LECTURES AND
EXAMINATIONS. AND AN ENLISTED MAN ABOUT b HOURS PER DAY,
‘THE REMAINING FIVE TO SIX HOURS IS SPENT IN STUDY AT THE
SITE, »

THE LECTURES COVER THE MECHANICAL, ELECTRICAL, AND REACTOR
SYSTEMS THAT ARE SPECIFIC TO THE PLANT TO WHICH THE TRAINEE
1S ASSIGNED. IN ADDITION, HE RECEIVES LECTURES IN CHEMISTRY
AND RADIOLOGICAL CONTROLS. IN MECHANICAL SYSTEMS, FOR
EXAMPLE, THE OFFICER GETS THREE WEEKS OF CLASSROOM INSTRUCTION.
ABOUT HALF OF THESE LECTURES COVER PRIMARY PLANT REACTOR
MECHANICAL SYSTEMS AND THE OTHER HALF COVER THE SECONDARY

STEAM PLANT MECHANICAL SYSTEMS.

You MAY ASK WHY THE STUDENT MUST GET SO MUCH CLASSROOM
INSTRUCTION, SINCE HE HAS JUST FINISHED NucLEAR PoweRr
ScHooL, AT NucLEArR POWER SCHOOL HE WAS TAUGHT THE THEOR%TICAL
BASIS FOR THE SYSTEMS: FOR EXAMPLE, HEAT TRANSFER AND
FLUID FLOW, IN TEACHING THEORY AT NucLEAR POWER ScHooL.,
AN SSW SUBMARINE PLANT WAS USED AS THE PRIMARY EXAMPLE
AS IT IS THE MOST NUMEROUS OF THE VARIOUS TYPES OF PROPULSION
PLANTS IN USE IN THE FLEET. AT THE PROTOTYPE, THE STUDENT
MUST LEARN THE SYSTEMS OF THE SPECIFIC PLANT (SIY,
FOR EXAMPLE, 1S THE proToTYPE OF THE NAUTILUS ProPuULSTON
PLANT AND AlW 1S AN AIRCRAFT CARRIER PROTOTYPE) TO WHICH
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HE 1S ASSIGNED RATHER THAN SS5W SYSTEMS., ALTHOUGH THE
OVERALL SYSTEM LAYOUTS ARE SIMILAR ON ALL THE PLANTS, THE
STUDENT MUST LEARN THE DETAILS ABOUT THE SPECIFIC PLANT
HE WILL OPERATE DURING HIS TRAINING AT THE PROTOTYPE,

THE MECHAN[CAL,.ELECTRICAL, AND REACTOR LECTURES ARE
ALL ORIENTED TO THE SPECIFIC PROTOTYPE., EACH MAN GETS
THESE LECTURES FROM THE VIEWPOINT OF HIS JOB, FOR EXAMPLE,
THE OFFICER GETS THESE LECTURES FROM THE VIEWPOINT OF HIS
JOB AS A éﬂBERMLSQR WITH REGARD TO THESE SYSTEMS.

As HE GOES THROUGH THESE LECTURES, THE STUDENT HAS
STUDY ASSIGNMENTS TO COMPLETE, WE CALL THESE HOMEWORK:
BUT SINCE ALL THIS IS CLASSIFIED MATERIAL. THE STUDENT
HAS TO COMPLETE IT AT THE SITE RATHER THAN AT HOME, ONE
PART OF THESE STUDY ASSIGNMENTS REQUIRES THE STUDENT TO GET
INTO THE HULL AND TRACE OUT THE PLANT SYSTEMS--HAND OVER
HAND-=FINDING OUT WHAT THEY LOOK LIKE AND WHERE THEY GO,

IN ADDITION TO THE MECHANICAL, ELECTRICAL AND REACTOR
SYSTEMS, THE STUDENT GETS CHEMISTRY AND RADIOLOGIbAL
CONTROLS LECTURES., THE LECTURES IN CHEMISTRY AND RADIO-
LOGICAL CONTROLS ARE NOT SPECIFIC TO EACH PLANT--SINCE
THESE AREAS ARE COMMON TO ALL REACTOR PLANTS, THE OFFICER
STUDENT GETS MUCH MORE IN THIS AREA THAN THE ENLISTED
STUDENT, THIS 1S BECAUSE WE DO NOT TRAIN MOST ENLISTED
PERSONNEL TO DO MUCH IN CHEMISTRY AND RADIOLOGICAL CONTROLS.
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OTHER THAN WHAT 1S NEEDED FOR THEIR OWN PERSONAL SAFETY AND
TO DO THEIR JOBS, LATER, ENLISTED- SPECIALISTS CALLED
ENGINEERING LABORATORY TECHNICIANS ARE TRAINED IN CHEMISTRY
AND RADIOLOGICAL CONTROLS, WE HAVE FOUND THAT IT TAKES
THREE ADDITIONAL MONTHS TO TRAIN ENLISTED PERSONNEL TO
BECOME SPECIALISTS IN THIS AREA, THE OFFICER, HOWEVER,
MUST GET MORE AT THIS POINT BECAUSE HE WILL BE SUPERVISING
THIS AREA,

WRITTEN EXAMINATIONS OF ONE TO TWO HOURS LENGTH ARE
GIVEN EVERY WEEK, THERE IS NO COMPREHENSIVE WRITTEN
EXAMINATION AT THE END OF THE CLASSROOM PHASE. INSTEAD.
THE WEEKLY EXAM GRADES ARE USED BY THE STAFF TO IDENTIFY
WEAK AREAS WHERE THE STUDENT WILL NEED EXTRA WORK, A
BANK OF EXAMINATION QUESTIONS AND ANSWER KEYS IS MAINTAINED
FOR ALL WRITTEN EXAMINATIONS GIVEN AT THE PROTOTYPE.

EACH QUESTION AND ANSWER HAS BEEN REVIEWED INDEPENDENTLY
FOR TECHNICAL ACCURACY, CLARITY, SCOPE AND DEPTH OF THE
QUESTION, 1IN ADDITION, THE OVERALL EXAMINATION IS REVIEWED
AND APPROVED BEFORE USE,

REQUIREMENTS HAVE BEEN ESTABLISHED ON THE REUSE OF
QUESTIONS FROM THE EXAMINATION BANK IN SUBSEQUENT EXAMS,
THERE ARE ALSO REQUIREMENTS ON THE TYPES OF QUESTIONS THAT
ARE USED, FOR EXAMPLE, NO TRUE AND FALSE QUESTIONS ARE
ALLOWED, ESSAY QUESTIONS AND PROBLEMS REQUIRING CALCULATIONS



MUST MAKE UP AT LEAST 40T oF THE ExaM. FINALLY, THE EXAM
QUESTIONS AND ANSWERS ARE REVIEWED ANNUALLY FOR TECHNICAL
ACCURACY AND CONTENT, e

IF A STUDENT FAILS AN EXAMINATION, HE IS ASSIGNED A
REMEDIAL UPGRADING PROGRAM TAILORED TO HIS INDIVIDUAL
NEEDS., STAFF ADVISORS FOLLOW THE STUDENT'S PROGRESS
DAILY TO ENSURE THAT THE REMEDIAL ASSIGNMENTS ARE COMPLETED,
STUDENT COUNSELING IS IMPORTANT TO DETECT PROBLEMS EARLY
BEFORE THE TRAINEE HAS FALLEN TOO FAR BEHIND, EACH STUDENT
RECEIVES PERIODIC INTERVIEWS FROM PLANT SUPERVISORS.
INTERVIEWS ARE REQUIRED AT LEAST EVERY TWO WEEKS, UPON
ANY EXAMINATION FAILURE, OR FOR GENERALLY LOW GRADES.

THE FREQUENCY OF THESE INTERVIEWS INCREASES TO WEEKLY
IN LATER PHASES OF TRAINING, -

ALL INTERVIEWS AND UPGRADING PROGRAMS ARE DOCUMENTED
IN THE STUDENT'S RECORD, THESE RECORDS ARE ESSENTIAL
IN THE EVENT THAT WE MUST DISENROLL THE STUDENT.

THE QUALITY OF LECTURES IS ASSURED THROUGH TﬁE USE OF
APPROVED LESSON PLANS AND BY MONITORING OF THE LECTURES.
_EACH INSTRUCTOR iS MONITORED AT LEAST ONCE DURING EACH -
CLASSROOM PHASE BY SENIOR NAVY OR CONTRACTOR MANAGEMENT,
THE MONITOR HAS A COPY OF THE LESSON PLAN WITH HIM, AND
HE FILLS OUT AN EVALUATION FORM WHICH 1S REVIEWED BY THE
INSTRUCTOR AND HIS SUPERVISOR.
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PROTOTYPE TRANSITION PHASE

THE PROTOTYPE TRANSITION PHASE STARTS AT WEEK SIX AFTER
COMPLETION OF THE CLASSROOM TRAINING. AT THE START OF THE
TRANSITION PHASE, THE STUDENTS ARE DIVIDED INTO FOUR GROUPS AND
"EACH GROUP IS ASSIGNED TO A CREW. THEY GO ON AN EIGHT HOUR
ROTATING SHIFT SCHEDULE, SO THERE IS ALWAYS ONE CREW OPERATING
AND TRAINING ON THE PLANT, 24 HOURS A DAY AND SEVEN DAYS A |

WEEK. AFTER THEIR EIGHT HOUR SHIFT AS THE CREW IN THE HULL!
THE STUDENTS AND STAFF WORK ADDITIONAL HOURS. THE STUDENTS
CONTINUE TO WORK AT LEAST 60 HOURS A WEEK DURING THIS PERIOD,

Two MAJOR TRAINING EFFORTS ARE INVOLVED IN THE TRANSITION
PHASE: SYSTEMS TRAINING., AND THE BEGINNING OF WATCHSTANDING
QUALIFICATION, THE SYSTEMS TRAINING REQUIRES MORE DETAILED
STUDY THAN THE STUDENT WAS EXPOSED TO IN CLASSROOM PHASE
LECTURES, [T IS PRIMARILY A SELF STUDY OF EACH PLANT SYSTEM,
FOLLOWED BY A ONE-HALF TO TWO HOUR ORAL CHECKQOUT OF THAT SYgTEM,
THE STUDENT STARTS STANDING TRAINING WATCHES IN-HULL AT ABOLT
THE NINTH WEEK. DURING THE TRANSITION PHASE SOME STUDENTS éTAND
WATCHES IN-HULL: SOME STUDY FOR A SYSTEM CHECKOUT AND SOME
ARE RECEIVING THESE SYSTEM CHECKOUTS.

IN SYSTEMS TRAINING, THE STUDENT FIRST LEARNS THE INDIVIDUAL
SYSTEM AND ITS COMPONENTS., THEN THE INTERRELATIONSHIP EETWEEN
THE SYSTEMS -- HOW THEY AFFECT OR INTERFACE WITH EACH OTHER} --
AND FINALLY HOW TO OPERATE ALL OF THE INDIVIDUAL SYSTEMS AS| AN
INTEGRATED PLANT. THE DOCUMENT THAT TELLS THE STUDENT WHAT' HE
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NEEDS TO KNOW ABOUT A PARTICULAR SUBJECT. AND TELLS THE
INSTRUCTOR ON WHAT HE SHOULD EXAMINE THE STUDENT., IS CALLED
" THE QUALIFICATION STANDARD, THE QUALIFICATION STANDARD
CONTAINS A PLACE FOR ALL THE CHECKOUT SIGNATURES THE STUDENT
MUST GET DURING HIS SIX MONTH PERIOD AT THE PROTOTYPE. THESE
SIGNATURES VERIFY THAT THE STUDENT HAS COMPLETED A GIVEN
PORTION OF HIS TRAINING, EVENTUALLY THIS BECOMES THE LEGAL
RECORD OF THE STUDENTS QUALIFICATION. ONLY AUTHORIZED
INSTRUCTORS CAN GIVE THESE SIGNATURES., AND A SYSTEM 1S USED
WHEREBY CERTAIN SIGNATURES ARE EMBOSSED TO GUARD AGAINST
IMPROPER SIGNING OF THE QUALIFICATION RECORD, EXAMPLES oOF
THE TYPE OF KNOWLEDGE REQUIRED BY THE QUALIFICATION STANDARD
FOR A SYSTEM OR COMPONENT ARE “EXPLAIN THE FUNCTIONS OF THE
SYSTEM “OR. AFTER HAVING PHYSICALLY TRACED THE SYSTEM IN THE
PLANT. “DRAW A ONE-LINE SKETCH OF THE SYSTEM FROM MEMORY:
USING APPROPRIATE SYMBOLS AND NOMENCLATURE AND SHOWING THE I1TEMS
LISTED BELOW.”

* THE QUALIFICATION STANDARD PLAYS AN EQUALLY IMPORTANT ROLE
IN WATCHSTANDING TRAINING AND QUALIFICATION. HERE IT INDICATES
THE PRACTICAL FACTORS AND TRAINING WATCH REQUIREMENTS THAT THE
STUDENT MUST MEET.

THE SECOND MAJOR TYPE OF TRAINING DURING TRANSITION PHASE
IS WATCHSTANDING. TO QUALIFY AT THE PROTOTYPE, ALL STUDENTS
" ARE REQUIRED TO STAND A GIVEN MINIMUM NUMBER OF WATCHES UNDER
THE INSTRUCTION OF QUALIFIED STAFF WATCHSTANDERS. DURING

92-523 0 - 82 - 33
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THESE WATCHES, THE STAFF WATCHSTANDER 1S RESPONSIBLE FOR THE
~WATCH STATION; HOWEVER, HE FULFILLS THIS RESPONSIBILITY BY
USING THE STUDENT TO CARRY OUT WATCHSTANDING DUTIES.

DURING THESE WATCHES, THE STUDENT IS EXPECTED TO ACT AS IF
HE WERE RESPONSIBLE FOR THAT WATCH. THE STAFF INSTRUCTOR
WATCHES EACH MOVE AND STOPS AND CORRECTS THE STUDENT IF HE
STARTS TO MAKE A MISTAKE.

THE STUDENT 1S GRADED ON EACH WATCH, AND MUST RECEIVE A
SATISFACTORY GRADE OR HE DOES NOT GET CREDIT FOR THE WATCH.
THE STUDENT 1S EXPECTED TO SIGNIFICANTLY IMPROVE HIS WATCH-
STANDING CAPABILITY AS HE GAINS EXPERIENCE OF EACH WATCHSTATION,
THIS FACTOR IS TAKEN INTO ACCOUNT WHEN ASSIGNING HIM A GRADE.

DURING THE WATCH, THERE ARE PRESCRIBED THINGS THE STUDENT
MUST DO. SUCH AS STARTING UP AND SHUTTING DOWN A PIECE OF
EQUIPMENT. THESE ARE CALLED “PRACTICAL FACTORS."” THE STUDENT
DOES THESE UNDER .INSTRUCTION, WITH THE STAFF INSTRUCTOR
PROVIDING DIRECT SUPERVISION. THE EMPHASIS IS ON THE STUDENT
DOING THE OPERATION HIMSELF, THIS IS ACCOMPLISHED BY FIRST
TALKING THROUGH THE OPERATION AND THEN LETTING THE STUDENT
PERFORM IT, THE STAFF INSTRUCTOR ASKS THE STUDENT SUCH THINGS
As: “How ARE YOU GOING TO START UP THAT PUMP?”:.“SHOW ME THE
PROCEDURE": "DISCUSS EACH STEP WITH ME”: "WHAT 1S THE PURPOSE
BEHIND THAT STEP?”: “WHAT WOULD HAPPEN IF YOU DID NOT DO THAT
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STEP?": "WHAT ELSE IN THE PLANT WILL BE AFFECTED BY 1T?" THis
SORT OF QUESTIONING IS IMPORTANT BECAUSE IT ALLOWS THE
INSTRUCTOR TO DETERMINE IF THE STUDENT UNDERSTANDS WHY HE
DOES A PARTICULAR THING, RATHER THAN THE LATTER MERELY KNOWING
THAT HE MUST TURN A SWITCH OR OPEN A VALVE.

PROTOTYPE PLANT OPERATIONS ARE SCHEDULED TO COINCIDE WITH
THE EXTENT THE CLASS HAS PROGRESSED THROUGH THE TRAINING
PROGRAM. FOR THE FIRST STUDENT TRAINING WATCHES., THE PLANT IS
HELD IN A STEADY-STATE STEAMING CONDITION, THIS MEANS THE
REACTOR IS AT A CONSTANT POWER AND A STEADY-STATE CONDITION
EXISTS IN THE ENGINEROOM, LATER ON, THE SCHEDULE CALLS |[FOR
MORE COMPLICATED OPERATIONS, SUCH AS STARTUPS AND SHUTD?WNS
OF THE STEAM PLANT., STARTUPS AND SHUTDOWNS OF THE REACTOR.
AND CASUALTY DRILLS. IT IS IMPORTANT TO NOTE THAT IN THE CASE
OF THE OFFICER STUDENT QUALIFYING AS ENGINEERING OFFICER OF
THE WATCH. HE NOT ONLY STANDS TRAINING WATCHES AND COMPLETES
PRACTICAL FACTORS AS ENGINEERING OFFICER OF THE WATCH, BUT
ALSO STANDS WATCH AT THE ENLISTED WATCH STATIONS AND DOES
PRACTICAL FACTORS THERE ‘ALSO.

THIS GIVES THE OFFICER A BETTER OVERALL FEEL FOR WHAT
IS HAPPENING THROUGHOUT THE PLANT. AS AN EXAMPLE, AT ONE OF
OUR PROTOTYPES THE OFFICER STUDENT MUST STAND A MINIMUM OF
ABOUT 180 HOURS OF TRAINING WATCHES OF WHICH SEVENTY PER CENT
ARE DEVOTED TO WATCHES OTHER THAN ENGINEERING OFFICER OF THE

WATCH,
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DURING .WATCHSTANDING TRAINING, THE STUDENT IS ALSO
INSTRUCTED ON PROPER COMMUNICATIONS PROCEDURES AND FORMALITY
IN COMMUNICATIONS, HE 1s ALSO INSTRUCTED IN LOGKEEPING AND
OTHER NORMAL DUTIES OF A WATCHSTANDER.

OTHER TRAINING CONDUCTED DURING THE TRANSITION PHASE
INCLUDE LECTURES, SEMINARS AND TRAINING EXERCISES, A SERIES
OF LECTURES ARE GIVEN WHICH ARE DETAILED AND SPECIFIC FOR
EACH ENLISTED RATING, AND FOR THE OFFICERS. THESE LECTURES
ARE GIVEN ON SUBJECTS WHERE EXPERIENCE HAS SHOWN THAT MORE
EMPHASIS 1S NEEDED TO GET THE MESSAGE THROUGH TO THE STUDENT.
THIS SERIES IS ABOUT 4 HOURS LONG, FOR OFFICERS IT COVERS
REACTOR PLANT INSTRUMENTS AND CONTROL, ELECTRICAL EQUIPMENT

- AND CONTROL, AND THE MAIN TURBINE,

TWO OTHER TYPES OF TRAINING ARE STARTED DURING TRANSITION
PHASE: SEMINARS AND TRAINING EXERCISES, EXPERIENCE HAS SHOWN
THAT TRAINING IN DIFFERENT FORMS IS‘NECESSARY TO PROVIDE A
SOUND BASIS FOR OPERATION AND FOR THE KINDS OF ENGINEERING
JUDGEMENT THAT WILL BE NEEDED AT SEA. IN ADDITION, REPETITION
AND DIFFERENT FORMS OF TRAINING ARE REQUIRED TO OBTAIN ADEQUATE
RETENTION.

IN THE TRANSITION PHASE, THE STUDENT RECEIVES
TRAINING THROUGH SEMINARS., THESE SEMINARS ARE
REQUIRED ON WATCHSTANDING PRINCIPLES, SUCH AS
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WATCH RELIEF PROCEDURES, COMMUNICATIONS, FORMALITY, PROCEDURAL
“OMPLIANCE, TAGOUTS, CASUALTY CONTROL. LOGS, AND PLANT AWARENESS.
\LSO, SEMINARS ARE REQUIRED ON REACTOR STARTUP AND SHUTDOWN,

A SEMINAR IS NOT A LECTURE. THE IDEA OF SEMINAR TRAINING
IS TO GET THE STUDENTS INVOLVED, THEY MUST PARTICIPATE IN AN
\CTIVE MANNER AND SHOW SATISFACTORY KNOWLEDGE, OTHERWISE
THEY DO NOT RECEIVE CREDIT FOR PARTICIPATING. WE HAVE MADE A
STRONG EFFORT TO ENFORCE THE IDEA THAT A SEMINAR IS NOT A
_ECTURE, BUT MORE LIKE A "DRILL IN THE CLASSROOM.” THESE
SEMINARS ARE DESIGNED TO GET THE STUDENT TO THINK HIS WAY
rHROUGH A PROBLEM AND REACH A SOLUTION, AS WITH ALL OTHER
rRAINING, THERE ARE WRITTEN REQUIREMENTS FOR THE CONDUCT OF
SEMINARS, FOR EXAMPLE, AN APPROVED SEMINAR GUIDE MUST BE
"OLLOWED BY THE INSTRUCTOR. WHO IS CALLED THE SEMINAR LEADER
AND WHO HAS BEEN FORMALLY TRAINED AND QUALIFIED TO CONDUCT
SEMINARS, [N ADDITION, THE NUMBER OF STUDENTS IS RESTRICTED
[0 SEVEN, AS THIS HAS BEEN SHOWN BY EXPERIENCE TO BE THE
AXIMUM NUMBER OF PARTICIPANTS FOR AN EFFECTIVE SEMINAR,

THE OTHER TYPE OF TRAINING STARTED DURING THE TRANSITION
PHASE 1S “TRAINING EXERCISES,” THESE ARE SESSIONS OF ONE TO
“OUR HOURS DURATION IN WHICH THE STUDENT PARTICIPATES IN
[RAINING OUTSIDE THE HULLT THESE ARE LIMITED TO GROUPS OF
SEVEN OR EIGHT STUDENTS WITH AN INSTRUCTOR, WE HAVE FOUND
THAT TRAINING EXERCISES WHERE THERE IS MUCH REPETITION IS
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REQUIRED FOR THE STUDENTS TO BECOME REASONABLY PROFICIENT IN
_CERTAIN SKILLS.,

ALL STUDENTS PARTICIPATE IN TRAINING EXERCISES COVERING
SUCH THINGS AS DAMAGE CONTROL, WHERE THE STUDENT DONS AND
TAKES OFF EMERGENCY BREATHING EQUIPMENT., AND USE OF FIRE
FIGHTING EQUIPMENT., ALSO TRAINING IS CONDUCfED IN WHICH THE
STUDENT DEMONSTRATES PROPER TECHNIQUES FOR WORKING WITH
RADIOLOGICAL CONTROLS. EACH TRAINING EXERCISE IS CONDUCTED
USING A PLAN., EACH IS GRADED AND MUST BE SATISFACTORILY PASSED
TO GET A SIGNATURE. WHILE HE IS AT THE PROTOTYPE, THE STUDENT
WILL GET SEVENTEEN TRAINING EXERCISES TOTALING FIFTY-SIX HOURS.,
DURING TRANSITION PHASE HE GETS ABOUT TWENTY HOURS. .

FINALLY, WRITTEN EXAMINATIONS ARE GIVEN AT THE END OF
THE TRANSITION PHASE. As IN THE CLASSROOM PHASE., THE STUDENT
IS ASSIGNED A REMEDIAL PROGRAM IF HE DOES NOT PASS,

DURING TRANSITION PHASE IT IS IMPORTANT TO CAREFULLY
FOLLOW THE PROGRESS OF EACH STUDENT'S TRAINING, SEVERAL
METHODS ARE USED TO FOLLOW PROGRESS. FIRST, CONSIDERABLE
EFFORT 1S EXERTED TO PLAN AND SCHEDULE THE TRAINING, THIS
BECOMES PARTICULARLY IMPORTANT AT THE START OF THE TRANSITION
PHASE., BECAUSE OF THE MANY DIFFERENT TYPES OF TRAINING GIVEN
DURING THIS PHASE, THE CONSIDERABLE SELF-STUDY REQUIRED., THE
INDIVIDUALS CHECKOUTS. AND THE WATCHSTANDING REQUIREMENTS,
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PLANNING STARTS WITH A NINE MONTH ACTIVITY SCHEDULE,
- THIS SCHEDULE LAYS OUT FOR EACH PLANT THE OPERATING TIME
_AND THE TIME THE PLANT 1S SCHEDULED TO BE SHUTdOWN FOR
MAINTENANCE OR CONDUCTING SPECIAL TESTING.,

BASED ON THIS NINE MONTH ACTIVITY SCHEDULE. A DETAlLED
TRAINING EVENTS SUMMARY CHART IS DEVELOPED, THIS SUMMARY~55
THEN BROKEN DOWN INTO WEEKLY SCHEDULES FOR EACH CREW, WHICH
ARE PREPARED AND APPROVED EACH WEEK BY THE PLANT TRAINING
MANAGER, THESE WEEKLY SCHEDULES LIST STUDENT AND INSTRUCTOR
ASSIGNMENTS BY NAME.

THE:PLANT EVOLUTIONS ARE SCHEDULED ON A SHIFT-BY-SHIFT
BASIS FOR THE WEEK, IN SUCH A WAY AS TO PHASE IN THE OPERATIONS
AND TRAINING NEEDS. WATCH BILLS ARE ISSUED FOR THE STAFF
INSTRUCTORS MANNING THE WATCH, AND A STUDENT WATCH BILL IS
ALSO ISSUED FOR THE TRAINEES AT THOSE WATCH STATIONS,

INDIVIDUAL STUDENT PROGRESS 1S FOLLOWED ON A DAILY
BASIS.. [N THE QUALIFICATION SIGNATURE BOOK A POINT VALUE IS
ESTABLISHED FOR SIGNATURES RECEIVED BY THE STUDENT. HE {S
REQUIRED TO GET A GIVEN NUMBER OF POINTS AS HE PROGRESSES
THROUGH THE ‘TRAINING, HE MUST STAY UP WITH HIS EXPECTED[
PROGRESS CURVE: IF HE FALLS TOO FAR BEHIND, HE WILL BE ASSIGNED
REMEDIAL PROGRAMS WHICH MAY REQUIRE HIM TO SPEND EXTRA HOURS
AT THE PROTOTYPE.
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FINALLY, SURVEILLANCE INSPECTIONS AND PERIODIC AUDITS
‘ARE CONDUCTED TO ASSURE THAT THE TRAINING PROGRAM IS BEING
CONDUCTED AS PLANNED, THESE AUDITS GET INTO EVERY PHASE OF
THE TRAINING BY USING A PRE-SELECTED AUDIT PLAN} [ wiLL
DISCUSS THE AUDIT SYSTEM LATER.

PROTOTYPE IN-HULL PHASE

THE THIRD PHASE OF PROTOTYPE TRAINING IS THE IN-HuLL PHASE,
EARLY IN THE PERIOD, THE STUDENT WILL FINISH HIS SYSTEMS
CHECKOUTS. BY THIS TIME HE WILL HAVE SPENT ABOUT FOUR HOURS
LEARNING AND BEING CHECKED OUT ON EACH OF ABOUT 60 SYSTEMS,

THE STUDENT ALSO COMPLETES HIS WATCHSTANDING REQUIREMENTS.
WATCHES ARE PLANT CONTROLLING AND CANNOT BE WASTED. IF STUDENTS
DO NOT PREPARE, THE FULL BENEFIT OF THE TRAINING WILL NOT BE
REALIZED. AT THIS POINT THE STUDENT IS USUALLY TOO INEXPERIENCED
TO GRASP THE COMPLEXITY OF THE WATCH STATION AND, THEREFORE, HE
MUST BE GUIDED IN HIS STUDY. THIS IS DONE IN SEVERAL WAYS,

FIRST. THE STUDENT KNOWS WHICH WATCH HE WILL BE STANDING BECAUSE
HE 1S ASSIGNED TO IT BY THE STUDENT WATCH BILL. HE WILL ALSO
KNOW WHAT OPERATIONS ARE SCHEDULED IN THE PLANT.

SECOND, FOR EACH WATCH, THE STUDENT MUST COMPLETE PRE-WATCH
HOMEWORK ASSIGNMENTS THAT RELATE TO THE PLANT OPERATING OR
CASUALTY PROCEDURES THAT WILL BE USED DURING THE WATCH. THIRD,
BEFORE STANDING A TRAINING WATCH DURING WHICH THE WATCH DUTIES
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ARE ACTUALLY ASSUMED, THE STUDENT STANDS A NUMBER OF WATCHES
AS AN 0$SERVER, TO NOTE WHAT IS GOING ON, [N SOME OBSERVER
WATCHES A SEPARATE STAFF INSTRUCTOR 1S ASSIGNED TO PROVIDE
MORE DETAILED TRAINING FOR THE STUDENT. -THIS 1S TO ACCELERATE
THE STUDENT'S ACQUISITION OF KNOWLEDGE BEFORE HE ACTUALLY
STANDS THE WATCH, FINALLY, THE STUDENT ASSUMES THE TRAINING
WATCH UNDER INSTRUCTION,

EACH WATCH 1S GRADED AND THE STUDENT MUST RECEIVE A
SATISFACTORY GRADE TO GET CREDIT FOR THE WATCH. A STUDENT
MUST STAND A SPECIFIED MINIMUM NUMBER OF SATISFACTORY WATCHES
IN ORDER TO QUALIFY, FOR EXAMPLE, FOR AN OFFICER STUDENT TEN
SATISFACTORY WATCHES ARE REQUIRED AT THE ENGINEERING UFFICER
oF THE WaTcH (EOOW) WATCH STATION. MOST STUDENTS STAND MORE
THAN' THE MINIMUM NUMBER IN ORDER TO BECOME SUFFICIENTLY
PROFICIENT TO PASS THE FINAL EVALUATED WATCH.

A STANDARD FORM 1S USED TO EVALUATE EACH WATCH., THIS
FORM REQUIRES THE STUDENT TO BE GRADED IN NINE SPECIFIC AREAS.
IF HE FAILS A WATCH, HE IS ASSIGNED A REMEDIAL PROGRAM WHICH
REQUIRES THE STUDENT TO DO THINGS DIRECTLY RELATED TO THAT
WATCH AND HE MUST COMPLETE THIS PROGRAM BEFORE HIS NEXT
WATCH ON THAT STATION.

OFFICERS RECEIVE A FINAL EVALUATED WATCH WHICH MUST BE
PASSED IN ORDER TO QUALIFY, THIS 1S EVALUATED BY A BOARD
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. . A \
COMPOSED OF THREE PEOPLE) ONE OF MY REPRESENTATIVES FROM THE

" LocAL NAVAL REACTORS FIELD OFFICE, A SENIOR REPRESENTATIVE OF THE
PLANT MANAGEMENT, AND THE STAFF ENGINEERING OFFICER OF THE WATCH
ON-WATCH INSTRUCTOR, THIS THREE MAN BOARD IS CONVENED FOR THE
PURPOSE OF OBSERVING THE STUDENT'S PERFORMANCE DURING THIS WATCH,
EACH OF THE THREE BOARD MEMBERS INDEPENDENTLY GRADES THE
WATCH. THE STUDENT MUST RECEIVE A PASSING GRADE FROM ALL THREE,
AS PREVIOUSLY POINTED OUT, THE STUDENT MUST PASS THIS WATCH IN
ORDER TO QUALIFY.

[ HAVE CERTAIN -OPERATING PHILOSOPHIES THAT RELATE TO
STUDENT WATCHSTANDING: THE PLANTS ARE OPERATED BY DETAILED
WRITTEN PROCEDURES, STRICT COMPLIANCE TO THESE PROCEDURES IS
REQUIRED AND ENFORCED, THE SHIPBOARD PLANT OPERATING MANUALS
CONTAIN THESE PROCEDURES., A STRONG EFFORT HAS BEEN MADE TO
MAKE THE PROTOTYPE MANUALS AS MUCH LIKE THOSE USED ON THE SHIPS
AS POSSIBLE.

THIS 1S ESSENTIAL IN THE OVERALL TRAINING OF THE STUDENT,
HE SEES THE SAME KINDS OF OPERATING PROCEDURES, HE USES THE
SAME KINDS OF EQUIPMENT RIGHT DOWN TO THE SAME TORQUE WRENCH.
FOR EXAMPLE! HE IS TRAINED TO THE SAME KINDS OF QUALIFICATION
STANDARDS AND USE THE SAME TEXT BOOKS AS ARE USED THROUGHOUT
THE NavaL HucLEAR PROGRAM, INSOFAR AS THIS IS POSSIBLE.

EQUIPMENT 1S LOGGED AND MONITORED JUST AS IT 1S DONE ON
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BOARD SHIP, -1 REQUIRE THAT THE PROTOTYPE PLANT Bé OPERATED

JUST AS WOULD A SHIP AT SEA., TO THE GREATEST EXTENT POSSIBLE,
IN THIS WAY, STUDENTS GET THE ACTUAL LIVE EXPERIENCE OF KNOWING
WHAT TO DO WHEN VALVES LEAK OR EQUIPMENT DOES NOT WORK, JUST AS
THOUGH IT WERE HAPPENING AT SEA.

DURING THE IN-HULL PERIOD THE STUDENT FINISHES THE SEMINbRS
AND TRAINING EXERCISES THAT ARE REQUIRED FOR QUALIFICATION.
THESE SEMINARS AND TRAINING EXERCISES INVOLVE MORE COMPLEX
OPERATIONS AND CASUALTIES. I|HE STUDENT MUST SHOW THAT HE KNOWS
WHAT 1S EXPECTED TO OCCUR DURING CHANGING PLANT CONDITIONS.
AND THAT HE CAN RECOGNIZE THE SYMPTOMS OF CASUALTIES AND TAKE
THE PROPER CORRECTIVE ACTIONS.

DURING THIS PERIOD, THE STUDENT ALSO PARTICIPATES IN ABOUT
65 HOURS OF DISCUSSIONS WITH A STAFF INSTRUCTOR DURING' WHICH HE
TALKS THROUGH VARIOUS OPERATING AND CASUALTY PROCEDURES. IN
GENERAL., THESE ARE THE PROCEDURES WHICH DO NOT ARISE DURING
WATCHSTANDING., IF THE STUDENT HAS ALREADY DONE ANY OF THOSE
WHILE HE WAS ON WATCH, HE NEED NOT REPEAT THEM.

IN THE LAST FEW WEEKS BEFORE QUALIFICATION, THE STUDENT
RECEIVES A DETAILED REVIEW OF THE INTEGRATED PLANT. HE AND
A STAFF ENGINEERING OFFICER OF THE WATCH 60 OVER THE ENTIRE
PLANT OPERATIONS., INCLUbING HOW THE INDIVIDUAL SYSTEMS ARE
TIED TOGETHER AND HOW THEY INTERACT OR INTERFACE WITH ONE
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ANOTHER., THESE DISCUSSIONS ARE STRUCTURED TO INCREASE THE
STUDENT'S OVERALL PLANT KNOWLEDGE AND TO PREPARE HIM FOR HIS
FINAL ORAL BOARD.

AT END-OF-CARD CHECKOUT THE STUDENT 1S CONDUCTED BY A STAFF
INSTRUCTOR FOR TWO HOURS IN EACH OF SIX AREAS. By "END-OF
CARD” | MEAN THAT THE STUDENT HAS COMPLETED ALL OF THE REQLIRED
TRAINING IN THE QUALIFICATION STANDARD, THESE CHECKOUTS ARE
DONE JUST PRIOR TO FINAL ORAL BOARDS, THEY COVER MECHANICAL'
ELECTRICAL, AND REACTOR OPERATIONS: THE STEAM PLANT., THE
CHEMISTRY AND RADIOLOGICAL CONTROL AREAS, AND INTEGRATED PLANT
OPERATIONS,

FINALLY, DURING THE IN-HULL WATCHSTANDING PERIOD. EACH|STUDENT
GETS WHAT IS CALLED A PROGRESS ORAL BOARD WHEN HE IS ABOUT]BOZ
AND 80% OF THE WAY THROUGH QUALIFICATION. THESE BOARDS ARE ONE
TO TWO HOURS LONG AND ARE CONDUCTED IN THE SAME MANNER AS A
FINAL QUALIFICATION BOARD.

_ PROGRESS OF THE CLASS AND OF EACH STUDENT IS AGAIN
CAREFULLY MONITORED DURING IM-HULL TRAINING. HERE WE LOOK
FOR HOW WELL HE IS PROGRESSING IN HIS WATCHSTANDING} TRAINING
AREAS, DISCUSSIONS, ETC. [F A STUDENT FALLS BEHIND HE WILL

BE ASSIGNED REMEDIAL PROGRAMS.




PROTOTYPE QUALIFICATION CRITFRIA

Up TO THIS POINT IN THE TRAINING PROGRAM THE STUDENT'S
PROGRESS HAS BEEN MEASURED ALMOST ENTIRELY BY WRITTEN EXAM-
INATIONS., AS HE MOVES INTO THE ACTUAL PROCESS OF QUALIFYING
ON THE PROTOTYPE REACTOR PLANT., THE METHODS OF MEASURING HIS
KNOWLEDGE AND ABILITY CHANGE. HE IS NOW REQUIRED TO DEMONSTRATE
HIS PERFORMANCE BY THREE DIFFERENT MEANS: WATCHSTANDING

“ABILTTY. KNOWLEDGE AS DEMONSTRATED ON A COMPREHENSIVE

WRITTEN EXAMINATION, AND KNOWLEDGE DEMONSTRATED ON AN ORAL BOARD.
DIFFERENT PEOPLE AT THE PROTOTYPE ARE INVOLVED IN MAKING THESE
EVALUATIONS., THEY ARE NOT BASED ON AN INDIVIDUAL DECISION.

EACH WATCH 1S USUALLY GRADED BY DIFFERENT PEOPLE, WHILE THE
FINAL EVALUATED WATCH REQUIRES A UNANIMOUS GROUP DECISION FOR
QUALIFICATION,

IHE WRITTEN COMPREHENSIVE EXAM CONSISTS OF QUESTIONS
SELECTED SO THAT EACH WRITTéN EXAMIMATION 1S DIFFERENT, ADDI-
TIONALLY, THE THREE MEMBERS OF THE FINAL ORAL BOARD MUST
UNANIMOUSLY AGREE THAT THE INDIVIDUAL 1S QUALIFIED.

THIS BRINGS ME TO THE MEANING OF QUALIFICATION. IT IS A
PASS/FAIL GRADE FOR THE STUDENT. IF HE PASSES IT MEANS THAT
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THE PLANT STAFF, BOTH NAVY AND THE CONTRACTOR, ARE WILLING To
LET HIM STAND THE WATCH ON HIS OWN, [T MEANS THAT THE PLANT
MANAGER IS -WILLING TO ASSUME RESPONSIBILITY FOR SAFETY OF THE
PLANT WHEN IT IS BEING OPERATED BY THIS QUALIFIED STUDENT,
THE CONTRACTOR IS THUS SAYING THAT FROM A REACTOR SAFETY
VIEWPOINT HE IS WILLING TO LET fHE MAN OPERATE THE PLANT, IF
THE CONTRACTOR CAN NOT SAY THIS, THEN OBVIOUSLY WE SHOULD NOT
LET HIM GO ON TO OPERATE A SUBMARINE OR SURFACE SHIP IN THE
FLEET.

THERE ARE FOUR PERFORMANCE AREAS THAT THE STUDENT MUST
PASS TO BECOME QUALIFIED:

FIRST, THE STUDENT MUST HAVE A SATISFACTORY FINAL
WATCHSTANDING GRADE, | HAVE MENTIONED THAT EACH WATCH WAS
GRADED. THIS GRADE IS THE AVERAGE RECEIVED FOR THE WATCHES HE
STdOD UNDER INSTRUCTION, THE GRADING BECOMES MORE SEVERE FOR
LATER WATCHES AS MORE 1S EXPECTED OF THE STUDENT AND THE PLANT
OPERATIONS BECOME MORE COMPLEX.

S